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Tue Bureau of Economic and Business Research of the 
Temple University School of Business and Public Admin- 
istration was organized to provide a vehicle for stimulat- 
ing and coordinating analytical studies. Its primary 
objectives include (1) service to the alumni as well as to 
the faculty and students of the University by bringing 
to their attention pertinent developments in the world of 
business, and (2) service to business and government by 
making contributions to the solution of specific problems. 
To this end, the Bureau both carries on specialized research 
and publishes quarterly the Economics and Business 
Bulletin, containing some of the significant results of its 
current studies. i 


The reader’s appraisal of the Bulletin and comments 
upon it are solicited. The Bureau also will appreciate 
receiving suggestions and requests for particular studies. 


This issue of the Bulletin is devoted entirely to the 
presentation of one of two major reports growing out of 
a study supported by the United States Small Business 
Administration. It is also being published as a monograph 
in the Small Business Management Research Reports 
Series. 


The opinions and views expressed in this monograph 
are those of the writers and cannot be construed as the 
official opinions or policies of the School of Business and 
Public Administration. 
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FOREWORD 


Ts Small Business study, “The Use of Financial Ratios and 
Other Financial Techniques and Services,” has been conducted and 
prepared under the supervision of Dr. Nathaniel Jackendoff of 
Temple University. 


The research was financed by a grant made by the Small Busi- 
ness Administration, United States Government, under the authority 
of Public Law 699 (85th Congress). 


Only a limited number of copies of this report have been printed. 
It is available for reference in any of the Small Business Administra- 
tion offices throughout the United States or at many reference 
libraries. Copies of the report also may be purchased at a nominal 
charge directly from Temple University. 


Summaries of this study are being printed and will be available 
in reasonable quantities. These summaries may be secured from SBA 
field offices or from the Small Business Administration, Washington 
36, 


The Small Business Administration assumes no responsibility 
for the accuracy of the data contained herein, nor does it necessarily 
endorse any opinions, conclusions or recommendations which may be 
a part of this report. 


John E. Horne 
Administrator 


Small Business Administration 
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AUTHOR'S PREFACE 


Tur present set of reports is part of a larger study of small business financial ratios 
being conducted by Temple University under the Management Research Grant Program 
of the Small Business Administration. Part I is a report based on 299 personal inter- 
views with a sample of small businesses in the State of Pennsylvania during the spring 
of 1960. Part II is a report based on a mail questionnaire sent to the credit departments 
of the 500 largest corporations in the United States. The two reports are sufficiently 
parallel in much of their coverage to warrant being presented together. In particular, 
they parallel one another in suggesting sources of credit information on small businesses, 
credit practices in requesting financial statements from small business customers, the 
use and evaluation of financial ratios. as tools of analysis for business, and the role 
of trade suppliers in providing financial advice to small business customers. 


Both reports were developed following guide lines specified by the project director, 
but the actual research and writing of Part II was done by Dr. Theodore Bakerman 
and his staff at the Bureau of Research in Business, Community and Government Affairs 
of the Duquesne University School of Business Administration. In the interest of 
expediency and time, the Duquesne University report has been presented in its original 
form with minor editing to eliminate names of individual corporations, and with the 
insertion of a footnote where a subsequent follow-up by the project director indicated 
the need for a supplementary statement to be included. 


Part I has been a cooperative effort of many individuals, with the project director 
having the main responsibility for its final preparation. Dr. James F. Mullen was 
responsible for the planning and supervision of the original questionnaire, sampling 
procedure, and interviewing. His temporary leave of absence from Temple University 
made it impossible for him to complete the analysis and writing, which task was under- 
taken by the project director. We wish to express our appreciation to Dr. Mullen for 
his cooperation. We also thank Mr. John Sevier for his patience in coding and 
tabulating the data in many different forms before the present set of tables was accepted 
as final. Mr. Sevier has also been very helpful in proofreading the present manuscript 
and reviewing its contents and form. 


Dr. Theodore Bakerman, of Duquesne University, and Dr. Earl Strong, of the 
Pennsylvania State University, deserve special thanks for their cooperation in setting 
up the sample and supervising interviews in the Pittsburgh and the mid-state areas, 
respectively. Appreciation is due also to Dr. John F. Adams, Director of the Temple 
University Bureau of Economic and Business Research, for the many ways in which 
he helped to expedite many of the necessary details in| carrying a study such as this 
from its inception to its final form and for his advice at various stages of preparation. 
Others to whom thanks are due include Mr. John Hurley and Mr. Donald McNulty for 
their aid in the preparation of tables, and Miss Myrna Moffson for her patient typing and 
retyping of the manuscript. Mr. Harvey Stackman read portions of the manuscript at 
various stages of its preparation and was very helpful with his suggestions. 


Nathaniel Jackendoff 
Project Director 
April 15, 1961 
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TEMPLE University is conducting a 
broad, exploratory study of ratios with 
their special application to the problems 
of small business. One phase of this 
study was conceived to be an inquiry 
into the present state of knowledge of 
these techniques by management in 
small business. It was to concern itself 
with the following questions: 


1. What is the state of record-main- 
tenance among small businesses? 

2. What are some of the basic outside 
influences upon this area of small 
business management? 

3. What is the extent to which small 
business management uses and un- 
derstands financial ratios? 


4. What sort of background does 
management have in these areas and 
what needs to be done if serious in- 
adequacies are found to exist? 


THE NATURE OF 
THIS STUDY 


In the effort to answer the questions 
asked above, two surveys were made—one 
of small businesses themselves and one 
of large corporate suppliers. 


The first survey, to which primary 
attention was given, involved personal 
interviews with 299 small businesses 
throughout the State of Pennsylvania. 
These were selected from the manufac- 
turing, wholesale, retail and service in- 
dustries. They were intended to repre- 
sent a size group which would satisfy 
the small business definitions of the 
Small Business Administration as to 
maximum size.1 On the other hand, it 
was conceived to be a waste of time, on 
the basis of judgments of people experi- 
enced in this area and in view of the 
evidence in a study by the Social Security 
Board, to devote serious effort to the very 
small firm. The sample was narrowed 
then, to the manufacturing firms report- 
ing 50 to 250 employees and non-manu- 


1Rules and Regulations, Sec. 121.3-10. 


SUMMARY AND CONCLUSIONS 


facturing firms reporting a financial 
strength (net worth) to Dun and Brad- 
street of $20,000 to $200,000 — that is 
the “C+” to “E” ratings in the Dun 
and Bradstreet Reference Book. 

These turned out to be firms which 
had overcome the initial hurdle of sur- 
vival, over 90 percent of them having 
been in business more than five years. 
Thus, the sample may be said to repre- 
sent the “larger” small business. One 
could reasonably assume, therefore, that 
any problems associated with size within 
this group of firms would be substan- 
tially magnified as one moved to the 
many even smaller businesses in the 
country. 


The second survey isolated the major 
group of small business creditors, the 
trade suppliers, and provided another 
perspective upon the problems of small 
business. The credit departments of the 
corporations, as listed in The Fortune 
Directory of the 500 largest U.S. Indus- 
trial Corporations, for 1959, were sent 
questionnaires. Usable responses were 
obtained from 290. The questions related 
to their sources of information concerning 
small business customers, the uses they 
make of financial statements of such 
customers, and their practices in provid- 
ing financial advice and training pro- 
grams to small business customers. 


SUMMARY AND 
CONCLUSIONS 


What is the state of record-mainten- 
ance among small business firms? 


The businesses included in this survey 
represent, in a sense, a transition be- 
tween that very large mass of small 
businesses where financial record main- 
tenance is almost non-existent and the 
relatively small number of businesses 
that can afford, or recognize the need 
for, a full-time bookkeeper or accounting 
department. A study of self-employed 
persons conducted by the Bureau of Old- 
Age and Survivors Insurance of the 
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Social Security Board showed that: 


Many small businesses cannot af- 
ford to hire full-time bookkeepers 
(only seven percent of the business- 
men who kept records, in the study re- 
ferred to above, had full-time book- 
keepers.) Also, many proprietors ap- 
parently do not have the time, the 
patience, or the knowledge to keep 
simple but adequate records them- 
selves.? 

In the majority of the non-manufac- 
turing firms surveyed in the Pennsyl- 
vania sample, there were no full-time 
bookkeepers. These firms represented, 
on the whole, the smaller firms in the 
sample. This was true, also, of almost 
forty percent of the manufacturing 
firms, which account for most of the 
larger firms in the sample. 


In lieu of the full-time bookkeeper, the 
manager-owner or part-time bookkeeper 
maintained the necessary records, usually 
relying upon an outside accountant to 
set up the books and periodically prepare 
financial statements. Even where full- 
time bookkeepers were used, however, 
the smaller firms, especially, relied to a 
great extent upon outside accountants. 


Although all firms prepared financial 
statements at least annually, a surpris- 
ing number, even among the larger 
firms, limited themselves to the annual 
statement. The larger firms, however, 
tended to prepare statements more fre- 
quently, the majority of the small busi- 
ness firms in the 80-to-250 employment 
category doing so on a monthly basis. 


Only 46 of the 299 firms in the sample 
showed any awareness of the existence 
of any standardized accounting systems 
for their industry, although many of 
these probably had in mind the record- 
keeping forms supplied by their outside 
accountants. The larger firms tended 
to specify their trade associations as the 
source of the standardized accounting 
systems. 


2Study cited in U.S. Department of Com- 
merce, Establishing and Operating a Book- 
keeping and Accounting Service, U.S. Govern- 
we Printing Office, Washington, D.C., 1956, 
4. 


What are some of the outside influences 
upon the record-maintenance and 
financial management functions of small 
businesses? 


One can assume a direct interest in the 
financial records of business and in the 
effective utilization of such records as 
a management tool by several types of 
outsiders. Hired accounting consultants, 
of course, represent those most directly 
involved. Others, apart from govern- 
ment, are trade suppliers, financial insti- 
tutions and credit reporting firms such 
as Dun and Bradstreet. Industry organi- 
zations, primarily trade associations, as 
part of their services to members, may 
also be expected to show an interest in 
effective financial record keeping and 
management of member concerns, as well 
as industry, generally. 


There appears to be less outside help 
utilized by management in the area of 
financial analysis and counseling than 
one might anticipate. This is especially 
true of the smallest firms in the 
small business sample. Such aid proba- 
bly comes from outside accountants, but 
much less seems to come from trade 
suppliers or banks. 


Since a large percentage of the small 
business firms do not ordinarily have re- 
course to banks or other lending institu- 
tions, this potential source of aid is 
eliminated. Most firms, when they have 
recourse to lending institutions for credit, 
are required to submit balance sheets and 
/or profit and loss statements, the latter 
somewhat less frequently. Very seldom 
are operating budgets called for. Not 
quite half of the firms, however, mention- 
ed receiving specific counsel based upon 
analysis of their financial statements. 

Most of the small business firms in 
the sample reported that their financial 
statements were not checked by sup- 
pliers. Only a few such firms reported 
receiving any advice or help from sup- 
pliers. On the other hand, about 82 per- 
cent of the large corporate suppliers’ 
credit departments reported that they 
did “ordinarily request financial state- 
ments” from some or all of their small 
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business customers. One might infer 
from various comments that the prac- 
tice is not as common as the high affirma- 
tive response might suggest. Some cited 
lack of cooperativeness or inability of 
small business to provide statements. 
Others pointed to special circumstances 
to account for their requesting state- 
ments from small business customers. 


Over 70 percent of the responding large 
corporate suppliers indicated that they 
offered individual advice to their small 
business customers, although only about 
7 percent actually conducted clinics for 
their customers. Several detailed com- 
ments, however, are of special interest: 

It is not unusual for our smaller 
customers request our assistance 
with respect to reviewing their finan- 
cial statements. However, we must 
admit that only a small percentage 
avail themselves of the services that 


can be performed confidentially by the 
Credit Department. 


Small business does not seem to 
know of the possible financial aid 
They are hesitant to inves- 
igate. 


Small businessmen, themselves, do not 
request statements from their custom- 
ers. In the few instances where they do, 
it is only in special cases such as from 
new customers or from customers plac- 
ing unusually large orders. Thus, little 
pressure for statements comes from the 
major trade credit sources. 


About 75 percent of the small busi- 
nesses interviewed, however, did supply 
statements to commercial credit report- 
ing firms such as Dun and Bradstreet 
and other credit investigating agencies. 
In turn, even among the manufacturing 
and wholesaling businesses, only a mi- 
nority utilized credit reporting services 
themselves. Only the larger among the 
small businesses and almost 100 percent 
of large corporate trade suppliers do 
make use of the credit reporting services, 
thus obtaining indirectly the financial in- 
formation they may be hesitant to re- 
quest directly. 

Trade associations appear to have rela- 
tively little influence upon the financial 
practices of small business. First, only a 


relatively small proportion, especially 
among the smaller firms, have any kind 
of trade association affiliation. Second, 
even among firms with trade association 
affiliations, there is very little evidence 
that they take advantage of available aids 
or know of help available to them in the 
way of literature, courses, workshops, or 
clinics. In the few cases, however, where 
small business firms did utilize compara- 
tive industry financial and operating 
ratio data, they cited trade association 
sources almost invariably. 


What is the extent to which small 
business management uses and under- 
stands financial ratios? 


Most businessmen use ratio analysis 
to some extent, although much of it is 
probably quite informal. There appears 
to be, even within the limited size range 
of the firms sampled, a decided size pat- 
tern of use and understanding. The 
larger firms apparently use ratios more 
frequently and understand them better 
than do the smaller firms. 


By far the most commonly used ratios 
are those of profit to sales and the cur- 
rent ratio. Turnovers of inventory and 
receivables are among the more popular 
of the remaining group. Although 
analysis of the acid-test ratio (cash plus 
receivables to current liabilities) and the 
inventory to net working capital ratio 
give equivalent results, the latter is 
evidently the less frequently used and 
understood. 


The solvency test relating net worth 
to debt is used by surprisingly few of 
the small business firms. The unusually 
conservative ratios specified by res- 
pondents as desirable suggest either a 
lack of understanding of the ratio or 
an unrealistic approach to the use of 
debt financing. Very little use was re- 
ported of the net worth to fixed assets 
ratio. 


Return on investment as measured by 
either profit to net worth or profit to 
total assets is used much less frequently 
than might be anticipated. There is evi- 
dence of lack of understanding of the 
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concepts and of their relationship to 
profit margins and turnovers. 


The preceding ratios were all explicitly 
listed for the small businessman inter- 
viewed. Much interest is apparent, 
however, in operating ratios detailing 
specific aspects of the income statement 
and in cost analysis. There is very 
little use of the other techniques of 
analysis such as break-even point and 
cash budgeting. Where found, however, 
they were more common among the 
larger firms. 


There is reasonable cause to be skep- 
tical concerning many small business- 
men’s basic understanding of financial 
statements and their analytical use of 
statements, for it is evident that a sub- 
stantial proportion do not understand the 
fundamental balance sheet equation, 
“Assets liabilities + net worth.” 
This is clearly a function of size, the 
smaller firms revealing a much larger 
percentage of the sample not under- 
standing the relationship of net worth 
and assets. 


Many comments indicate a widespread 
disregard for or ignorance of financial 
analysis among small businessmen: 


Biggest critisicm of financial ratios 
is that they don’t stimulate sales vol- 
ume. 

The Manager is interested in finan- 
cial ratios, but admits he sees little 
use or need for them when revenues 
exceed expenses. 

Production and selling are essen- 
tial. Financial analysis is viewed 
skeptically. 

Several firms, however, expressed a 
healthy skepticism concerning ratios. 
One remark, in particular, concerning 
standard industry ratios was significant: 


This firm said trade association sur- 
veys were of little importance because 
of their scope and because cooperation 
was not what it might be. Profitable 
firms were not interested in cooperat- 
ing to help less profitable firms. The 
less profitable firms were very inter- 
ested because they had nothing to lose 
and everything to gain from such a 
survey. 


In contrast to the small business, not 
only did almost 90 percent of the credit 


departments report the use of ratio 
analysis of their customers’ statements, 
but almost 42 percent indicated that they 
used industry comparisons. About half 
of these reported that they actually com- 
puted their own industry standards from 
statements of groups of the firms’ cus- 
tomers. However, a number of res- 
pondents voiced concern over the quality 
of information received in financial 
statements from small business cus- 
tomers. 


As bases for judging credit risks, 
credit departments most frequently men- 
tioned current assets to current liabili- 
ties. Other ratios were mentioned much 
less often. 


There were some interesting comments 
from credit departments concerning the 
use of standard industry ratios for judg- 
ing customers’ financial positions: 


Standard financial ratios as com- 
piled by Dun and Bradstreet are used 
only as rough guides. Seasonal and 
other factors are taken into considera- 
tion. 

We have found Dun’s figures are 
too vaguely gathered, and not nar- 
rowed down to the different types of 
companies operating within the indi- 
vidual segments of an industry. 

We do not develop financial ratios 
by customer groups. The need for 
this information is becoming increas- 
ingly important, however, especially 
for operating ratios in cost and over- 
head studies and we are giving con- 
sideration to the addition of this in- 
formation to the credit function. 

Our research indicates that the 
financial aspects of successful opera- 
tions are very similar regardless of 
location. The thorough analysis of 
financial information through estab- 
lished ratios quickly recognizes the 
existence of a problem.............. 
We feel that statement analysis is a 
most important factor in determining 
the course of developing sound finan- 
= relationships with our distribu- 

rs. 


One cannot help feeling that even 
among the small businesses sampled in 
this survey, which are probably among 
the larger and more well-established 
small businesses in the country, that a 
very large proportion are “seat of the 
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CONCLUSIONS 


pants” operations, where the checkbook 
balance and on-the-spot observation of 
inventories are the principal guides. 
Financial statements are probably pre- 
pared primarily to satisfy government 
and, sometimes, to meet the requirements 
of creditors. They are not management 
tools. 

It cannot be affirmed that the sampled 
firms are unsuccessful as a consequence, 
if success is to be measured simply in 
terms of survival. They are not fly-by- 
nights. Their managements have, in 
most cases, built up a substantial back- 
log of continuous experience. The sur- 
vey provides no basis for judging the 
relative profitability of the interviewed 
businesses. One might ask, however, 
whether they would have done better had 
they maintained more adequate records 
and utilized them as management tools. 


What sort of background does manage- 
ment have in these areas and what needs 
to be done if serious inadequacies are 
found to exist? 


Formal educational background varies 
greatly among the small businessmen. 
There are surprisingly large numbers, 
on the one hand, who have attended col- 
lege, and large numbers who have not 
gone beyond an elementary education. 
In contrast to their employees, where 
businessmen have studied accounting or 
bookkeeping, a large proportion have 
also studied business finance. As many 


as 35 percent of those employed as full- 
time bookkeepers, even among firms 
with 80 to 250 employees, were reported 
never to have taken a course in either 
area. Very few other opportunities for 
training are known to small businesses 
or, where known, are used. 


It is quite apparent that the great- 
est interest is inspired by courses, 
clinics, and literature that show direct 
relevance to the specific industry and 
industry problems of the business. Al- 
though a very large proportion of the 
businessmen evidence no positive inter- 
est in educational aids of any sort, the 
remainder represents a considerable po- 
tential for such programs. 

Where existing industry organizations 
such as trade associations have already 
been engaged in this type of work, their 
experience should be utilized. Much 
work remains to be done, however, 
among the small business members of 
associations who do not participate in 
their industry programs. Special efforts 
are necessary to communicate with the 
small businessmen who are not members 
of associations. 

Cooperative arrangements among gov- 
ernment organizations which have been 
established for the specific purpose of 
aiding small business, industry organi- 
zations, and professional educators rep- 
resent the most likely approach to 
undertaking these tasks. 
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A SURVEY OF THE USE OF FINANCIAL RATIOS AND 
OTHER FINANCIAL TECHNIQUES AND SERVICES 
AMONG 299 SMALL BUSINESSES IN PENNSYLVANIA’ 
Chapter | 
PURPOSES AND METHODS 


THE original research proposal, of which 
this is one phase, was entitled, An Ex- 
ploratory Survey of Financial Ratios and 
Other Business Services with Special 
Attention to their Application to Prob- 
lems of Small Business. It is intended 
that the present study fulfill, primarily, 
the purposes stated in Phase VI of the 
proposal: 


A field investigation of the extent 
to which published data are actually 
used and understood by small busi- 


Construction of financial ratios for 
use by small business will serve little 
purpose unless businessmen are reason- 
ably familiar with standard financial 
terminology and with the meaning and 
potential uses of ratios, in particular. 
The results of a survey such as this 
could have interesting educational 
implications in terms of arousing the 
interest of small business in the uses 
of ratios for management purposes, 
and encouraging them to maintain 
more adequate financial records where 
this is not presently being done. The 
study should be both quantitative 
and qualitative, and recommendations 
should emerge from it for the purpose 
of more effectively reaching the small 
businessman. 


A secondary purpose of the present 
study is to implement Phase VII of the 
original research proposal. Phase VII 
contemplated a survey of management 
services available to and used by small 
businesses. It was suggested that, where 
practicable, questionnaires and interview 
formats used in other phases of the ex- 
ploration of small business would be de- 

1This part of this study was written by Dr. 


Nathaniel Jackendoff, the director of the 
entire project. 


signed so as to fulfill this supplementary 
purpose. The present study has, there- 
fore, ventured into the related areas of 
financial counseling and management 
aids. 

Although the original design of this 
phase of the research proposal called for 
studies of not more than two industry 
groups, this aspect has been re- 
vised to develop a cross-sectional view 
of small businesses in a variety of indus- 
tries. It was felt that this would pro- 
vide more valuable and unbiased infor- 
mation, more readily subject to generali- 
zation. 


RESEARCH DESIGN 


Geographical distribution of sample. 
It was decided to select samples of small 
businesses engaged in manufacturing, 
wholesaling, retailing and service indus- 
tries in three principal industrial areas of 
Pennsylvania. In order to obtain an ade- 
quate diffusion of concerns throughout 
the State without incurring the prohibi- 
tive expense of a completely random 
state-wide sample, it was decided to con- 
duct interviews in the Philadelphia and 
Pittsburgh areas and in a “midstate” 
area composed of several medium-sized 
towns and cities in the center of the 
state.2 A sampling design was there- 
fore established which would provide for 
300 interviews drawn at random by in- 
dustry from published directories, 100 
of which were to be obtained in each of 
the three areas. 


2This area included the cities of Altoona, 
Johnstown, York, and Williams- 
port. 


2 PURPOSES AND METHODS 


Size of firms selected for sample. 


Another problem immediately encoun- 
tered was that of defining a small busi- 
ness for purposes of this study. Differ- 
ences of customary size and mode of 
operation suggested that a single criter- 
ion such as gross sales volume, assets, 
or net worth would not be altogether 
meaningful when applied to manufactur- 
ing, wholesaling, retailing and service 
concerns alike.3 


In addition, available published direc- 
tories compiled on a geographical basis 
do not classify firms on the same basis. 
Fortunately, the 1959 edition of The In- 
dustrial Directory of the State of Penn- 
sylvania provides a geographical listing 
of all manufacturing concerns in the 
State according to industry. This direc- 
tory also lists the firm’s address and the 
number of persons employed by the con- 
cern. Thus, it was possible to set size 
criteria according to the employment 
maximum used in connection with the 
loan program of the Small Business 
Administration. In the case of non-manu- 
facturing companies, no such publication 
was available. The 1959 edition of Dun 
and Bradstreet’s Reference Book, how- 
ever, contains an industrial classification 
of all concerns by geographical area. In 
all but a few cases, the listing includes an 
estimate of net worth (Dun and Brad- 
street's term is “estimated financial 
strength”). Since the non-manufactur- 
ing criteria of small business established 
by the Small Business Administration 
are stated in terms of sales volume, judg- 
ment had to be used in selection of the 
maximum net worth. 

It was decided to confine the sampled 
small businesses in the case of manu- 
facturing to those employing between 


3For example, based on available 1956 data, 
about 90 percent of each of the industry 
groups is included within the following em- 
ployment categories: manufacturing—under 
50 employees (88.3%); service industries—un- 
der eight employees (91.8%); wholesale trade 
—under 20 employees (91.6%); retail trade— 
under eight employees (91.1%); See Betty 
Cc. Churchill, “Size of Business Forms.” 
Survey of Current Business, U.S. Department 
of Commerce, Office of Business Economics, 
September 1959, p. 16. 


50 and 250 employees and to select the 
sample from the Industrial Directory of 
the State of Pennsylvania. In the case 
of wholesaling, retailing and service in- 
dustries, the small business sample was 
confined to those businesses with a net 
worth between $20,000 and $200,000, the 
sample to be selected from Dun and 
Bradstreet’s Reference Book.4 The study 
of the size characteristics of the final 
sample confirms the fact that it has 
stayed within the limits of SBA regula- 
tions relative to size standards for loans. 

It should be noted that there was gen- 
eral recognition of the fact that such 
definitions are at best arbitrary. It was 
also felt that these definitions would 
probably exclude most of the newest 
small businesses and one-man establish- 
ments. Thus, the lower limits placed on 
the sample would tend to screen out the 
majority of those firms which are not 
in a position to collect and make use of 
ratios and other financial information. 
The information collected from such a 
sample might throw light on the prac- 
tices of a group of small businessmen 
who are concerned with the problems 
of continuity and growth of their busi- 
nesses and who would be reasonably 
aware of the need for utilizing techniques 
of financial analysis in their manage- 
ment. 

The decision to set arbitrary lower 
limits was justified by facts such as 
were brought to light in a survey of 
record keeping by self-employed persons 
conducted by the Bureau of Old-Age and 
Survivors Insurance of the Social 
Security Board. Twenty-eight percent of 
the respondents kept no business records 
at all; 15 percent kept only files of bills; 
49 percent had some form of single-entry 
records, and only eight percent had full 
sets of double-entry books.5 


4These are the “C+” to “E” ratings of esti- 
mated financial strength.” 

5Study cited in U.S. Department of Com- 
merce, Establishing and Operating a Book- 
keeping and Accounting Service, U.S. Govern- 
ment Printing Office, Washington, D.C., 1956, 
pp. 3-4. We were unable to trace the original 
study, so that it was impossible to determine 
the size of the firms included in the survey 
sample. 
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The summary of this study continues 
as follows: 


Of those businessmen whose records 
consisted of files of bills or of single- 
entry books, only about one-fourth 
kept them in such a form that profit- 
and-loss statements could be drawn up 
at short notice. Of the remaining 
three-fourths, about half appeared to 
be keeping complete and accurate rec- 
ords of their current receipt and ex- 
pense items, but were not classifying 
or totalling them. They could prepare 
profit-and-loss statements from their 
records if they considered them suf- 
ficiently important, but rarely did so 
for their own purposes. The files of 
bills and the single-entry books of the 
remaining three-eights of the business- 
men who kept records of these types 
appeared to be too incomplete to be 
useful for any purpose. 

Many small businesses cannot afford 
to hire full-time bookkeepers (only 
seven percent of the businessmen who 
kept records, in the study referred to 
above, had full-time bookkeepers). 
Also, many proprietors apparently do 
not have the time, the patience, or the 
knowledge to keep simple but adequate 
records themselves.® 
Interview procedure. A questionnaire 

was developed by the staff of Temple 
University’s Bureau of Economic and 
Business Research as a basis for a sched- 
ule of questions to be used ir the 300 
personal interviews. This questionnaire 
was subsequently pre-tested in ae Phila- 
delphia area and revised somewhat in 
light of the pretest experience. Samp- 
ling procedures were established, and a 
set of sampling instructions was prepared 
and sent to the Pennsylvania State Uni- 
versity and the Duquesne University 
research groups.7 These organizations 
were to be responsible for selecting 
samples and administering the interviews 
within the mid-state and Pittsburgh samp- 
ling areas, respectively. A detailed set 
of instructions for interviewers was also 
compiled, and, each interviewer was pro- 
vided with a copy to be used in briefing 
sessions in each of the three areas.8 


The personal interviews were conducted 
either by faculty members or by gradu- 
6Ibid, p. 4. 


7See Appendix A. 
8See Appendix B. 


ate research assistants in each of the 
three areas. Interviews were arranged 
by means of personal telephone calls 
from the interviewers. During each call 
the interviewer introduced himself and 
explained the nature of the survey. 
Sampling procedure called for the selec- 
tion of an initial sample of 80 manu- 
facturing, 32 wholesaling, 32 retailing 
and 16 service businesses in order to 
provide for 50 manufacturing, 20 whole- 
saling, 20 retailing and ten service in- 
terviews in each of the three areas. Thus, 
the initial sample was 60 percent greater 
than the number of interviews to be ob- 
tained. In two of the three areas this 
proved more than adequate. 


With few exceptions interviews were 
conducted in the offices of the business 
concern being interviewed. In most 
cases interviews were conducted with one 
or more of the managers of the busi- 
ness, frequently with the proprietor or 
a partner. In some cases members of 
outside accounting firms or full-time 
bookkeepers or accountants employed in 
the business were also present. Inter- 
views were of a detailed nature and, in 
most cases where respondents were co- 
operative, provided responses in depth 
to numerous topics in the interview. In- 
terviews almost invariably took more 
than a half hour to conduct and fre- 
quently ran to more than one hour. 


The coding and editing of data. Com- 
pleted questionnaires were coded as far 
as possible for machine tabulation. 
There were some situations, which sub- 
sequently became apparent, where cod- 
ing would have to become so subjective 
as to render the results valueless. This 
was particularly evident, for example, in 
connection with classifications of periodi- 
cals and other “educational” literature 
received by respondents. In such cases 
the presentations were limited to general 
or intuitive impressions from reviewing 
the underlying returns. 


Quantitative data received were not 
edited for the purpose of eliminating 
unreasonable responses. 


It is quite ap- 
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parent, for example, that when net 
worth was recorded as equal to or in 
excess of total assets that the respondent 
in most cases did not understand the dis- 
tinction between assets and net worth. 
Although this appeared in a significant 
number of cases, the patterns were such 
that it was reasonable to utilize the data 
with proper reservations. The very un- 
reasonableness of such responses be- 
comes valuable data from the point of 
view of this study, which has as its major 
goal the degree of understanding of 
financial data by businessmen. 

To some extent, the peculiarities in 
asset and net worth relationships are 
traceable to interviewers leading respon- 
ses where businessmen were apparently 
unprepared to give the figures. Again, 
the consistency of pattern among size 
groups, where this coula be traced, sug- 
gested the advisability of retaining these 
answers, with the proper reservations 
in interpreting the data. 


Methods of analysis and presentation. 


The questionnaire results were analyzed 
and presented in terms of several types 
of totals and sub-totals. The combined 
total of all returns is, in one important 
respect, the least valuable figure, al- 
though it serves some purpose as an 
over-all indicator in an area in which no 
comparable studies are known to exist. 
Since the combined total of manufactur- 
ing, wholesale, retail and service was not 
composed of representative proportions 
of the universe in each industry group, 
the aggregate cannot be accepted as rep- 
resentative. The fact that the random 
samples for manufacturing firms, as 
against the three categories of non- 
manufacturing firms, were selected on 
the basis of different criteria (employ- 
ment and financial strength, respective- 
ly) and from different sources, further 
weakens the utility of the aggregate of 
all interviewed firms. 

Sub-classification of the data by in- 
dustry group eliminates this problem. 
The non-manufacturing aggregate is 
weak for much the same reason as the 


combined total for all firms. The weights 
of the wholesale, retail and service firms 
were not designed to be proportionate 
to their actual weights in the non-manu- 
facturing universe of firms within the 
financial strength groups selected. The 
breakout by non-manufacturing  sub- 
groups obviates this difficulty, although 
it leaves the problem of adequacy of 
sample size in those sub-groups. 

Experimentation with the data made it 
clear that cross-classification of the ag- 
gregate by size of firm would reveal 
interesting patterns of responses. A 
tabulation by size of reported net worth 
within the manufacturing and _non- 
manufacturing aggregates was discarded 
ultimately because of the relatively low 
returns in this area and because further 
investigation of individual returns re- 
vealed that net worth figures were 
probably among the most unreliable of 
the size data. 

The choice reverted to employment as 
the basis for size classification, this be- 
ing the most completely answered, the 
least confidential, and the least subject 
to estimating errors. Two hundred and 
ninety-six of the 299 firms were selected 
for ranking by employment size and 
separation into four quartile groups of 
74 firms each. Where the quartile group 
broke into the middle of a particular em- 
ployment size category, the firms in this 
category were reranked by sales. In 
lieu of sales, assets and then net worth 
were used. Where firms in this group 
provided none of the financial data, they 
were placed at the lower end of the 
scale. 

The first quartile includes firms with 
one to seven employees; the second, seven 
to 40 employees; the third, 40-80 employ- 
ees; and the fourth, 80 to 250 employees 
or more. There is one firm in the first 
quartile with seven employees, and there 
are eight firms with seven employees in 
the second quartile. The second quar- 
tils has two firms with 40 employees 
at the upper end, and the third quartile 
tile has two firms with 40 employees 
at the lower end. At the upper end of the 
third quartile are five firms with 80 em- 
ployees, and there is one firm at the lower 
end of the fourth quartile with 80 em- 
ployees. The largest firm in the fourth 


quartile is recorded as having “250 plus” 
employees. 
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CHARACTERISTICS OF THE SAMPLE 


S LIGHTLY more than 300 interviews, 
as described in the preceding chapter, 
were conducted. Of this total a handful 
was discarded, so that 299 completed 
interviews provide the data for this 
study. 


INDUSTRY DISTRIBUTION 

The industry distribution of this entire 
sample is shown in Table 1. About half 
of the sample is in manufacturing in- 
dustries, the remainder being distributed 
among wholesale, retail, and _ service 
firms, with the least weight in the service 
group. This distribution is in approxi- 
mate accord with the original plans for 
the interviews, rather than being intended 
to represent the Pennsylvania universe of 
these industries in their proper propor- 
tion to the total. 


TABLE 1 
Distribution of Firms Interviewed in the 
Temple University Survey of Pennsyl- 
vania Small Business, by Major Industry 


Classification 
Percent of 
Industry No. of Tota 
Classification Interviews Interviews 
Manufacturing 153 51.2 
Wholesale 58 19.4 
Retailing 56 18.7 
Service 32 10.7 
Total 299 100.0 


NUMBER OF EMPLOYEES 

Table 2, which summarizes the number 
of employees classified according to 
manufacturing and non-manufacturing, 
shows that about 57 percent of all com- 
panies interviewed have less than 50 
employees. Only about 21 percent of 
the manufacturing firms are in this 
category.1 In the case of non-manufac- 

1Although all the manufacturing enterprises 
chosen for the sample were listed with 50 to 
250 employees, some were below that figure 
at the time they were interviewed. For the 
most part this could be accounted for by 


seasonal variations of employment in certain 
industries. 


turing, approximately 96 percent of the 
firms have less than 50 employees; 
almost 30 percent, in fact, employ three 
or less persons. Two-thirds of these 
firms are in the retail or service cate- 
gory. The largest of the non-manufac- 
turing firms, an advertising service busi- 
ness, employs 225 people. Only two 
others have as many as 200 employees, 
the next largest thereafter dropping to 
77 employees. 

The quartile distribution of the 296 
firms which were ranked according to 
employment size, when analyzed by in- 
dustry in Table 3 shows manufacturing 
firms accounting for more than 90 percent 
of the sampled firms in the two upper 
quartiles, which include firms with 40 or 
more employees. The largest of these 
is a manufacturing firm which reported 
“250 plus” employees. Only one of the 
remaining eleven manufacturing firms 
falls into the lowest quartile of one to 
seven employees. 

The wholesale firms are all in the two 
lower quartiles with one-to-40 employ- 
ees, with several more in the 7-40 group 
than in the 1-7 group. About 45 percent 
of the retail firms are in the 1-7 employee 
group, and most of the remainder are 
in the 7-40 employee group. Three of 
the 54 retailing firms fall in the third 
quartile of 40-80 employees and one 
in the largest employment size group. 
Three of the 32 service industry firms 
are in the 40-or-more employee range, 
the remainder being almost equally dis- 
tributed between the two lower quartiles. 

The 1-7 employee category of the sam- 
ple is dominated by the non-manufactur- 
ing industry groups, with retail and 
wholesale firms most significant, and 
service industry firms accounting for sub- 
stantially less than either of the other 
two non-manufacturing groups. The 
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7-40 employment group is led by the 
wholesaling firms, which account for 
about 43 percent of the sample in this 
size category. Retail and service firms 
follow with about another 43 percent 
split almost equally between them. 
Manufacturing firms account for the re- 
mainder, approximately 14 percent. 
OTHER SIZE CRITERIA 

The businessmen interviewed were also 
asked for limited financial data which 
would indicate the approximate size of 
their firms from several points of view 
other than number of employees. These 
included annual sales volume, total assets 
and net worth. About 83 percent of the 
firms answered the question on sales vol- 
ume, but slightly under 70 percent of 
them responded with data on their total 
assets and net worth. On the whole, the 
pattern of relationships revealed be- 
tween sales and total assets appears 
reasonable when both figures are given. 
About 30 percent of those who reported 
both net worth and assets, however, 
gave a net worth figure equal to or 
greater than total assets. This suggests 
that the concept of net worth is seri- 
ously misunderstood, or that the respond- 
ents confused assets and net worth. It 
is very likely that the greater frequency 
of response on the sales question reflects 
more awareness and understanding of 
this figure, as well as less reluctance to 
divulge what many might not consider 
confidential data. Careful review of the 
primary data leaves one with a distinct 
feeling of greater confidence in the sales 
data than in either the assets or net worth 
data. With these reservations in mind, 
the tabulations of financial data are pre- 
sented below. 


Sales volume. About 85 percent of 
the manufacturing firms, as indicated in 
Table 4, reported sales of $500,000 or 
more, with about 42 percent reporting 
sales of $1,500,000 or more. Almost 79 
percent of the non-manufacturing firms, 
on the other hand, reported sales of under 
$500,000. Most of the sales above 
$500,000 in this group are accounted 
for by wholesaling firms, with a scatter- 


ing of retail and service firms. This 
probably may be explained by the gen- 
erally higher asset turnovers among the 
wholesale firms than in the other cate- 
gories. Also, this is reflected in the 
generally higher sales volume allowances 
under Small Business Administration 
loan provisions for wholesale firms than 
for either the retail or service categories. 


Under Small Business Administration 
loan provisions, any retail concern is 
classified as “small” if its annual sales 
are $1,000,000 or less, with larger sales 
permitted in retail groceries and fresh 
meats ($2,000,000) and in the retail sale 
of new or used motor vehicles ($3,000,- 
000). Any wholesale concern is “small” 
if its annual dollar volume of sales is 
$5,000,000 or less. Any service trade 
concern is “small” if its anual receipts 
are $1,000,000 or less except that any 
hotel or power laundry is small if its 
annual receipts are $2,000,000 or less.? 
With insignificant exceptions possible, 
the survey sample falls comfortably 
within these limits. 


Reported gross sales, when analyzed 
in terms of employment size categories, 
reveal about 58 percent of the firms in 
the 1-7 employee quartile reported sales 
between $50,000 and $250,000, with 
most of the remainder in the below- 
$50,000 sales category. About 65 percent 
of the firms in the 17-40 employee 
quartile reported sales between $50,000 
and $500,000, with most of the remainder 
distributed in the larger sales categories. 
About 22 percent of the firms in the 40- 
80 employee quartile reported sales of 
less than $500,000, with the rest dis- 
tributed among the larger sales cate- 
gories. About one-third of these remain- 
ing firms fall in the $500,000-to-$750,000 
range. Almost 70 percent of the firms 
in the 80-250 employee quartile reported 
sales of $1,500,000 or more, with none 
falling below $500,000. 


In terms of the total range of sales 
volume reported, an advertising firm in 
existence only one year reported as little 


2Federal Register, May 1, 1959, p. 3494. 
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as $10,000 annual volume, and an in- 
terior decorator reported $20,000; where- 
as at the other end of the scale, one metal 
fabricating firm reported sales between 
five and ten million dollars. The larg- 
est sales volumes reported by the non- 
manufacturers were found in a whole- 
sale grocery firm and a firm in the whole- 
sale fruit and produce business. Each 
reported about $2,500,000. 


Total assets and net worth. A special 
examination of the 296 questionnaires 
which had been ranked by employment 
quartiles, with respect to the reporting 
of financial data, provide particularly 
interesting insight into the reliability of 
the financial reporting by different size 
firms and firms in different industries. 
About 56 percent of the firms in the 1-7 
employee quartile, which reported both 
total assets and net worth, reported net 
worth equal to or greater than total 
assets, a most unlikely or impossible 
situation. The figure fell to 30 percent 
in the 7-40 employee quartile; 21 percent 
in the 40-80 employee quartile; and 18 
percent in the 80-250 employee quartile. 
(See Table 5.) This suggests very 
strongly that the respondents in the 
larger firms are substantially more 
familiar with the financial aspects of 
their business than the respondents in 
the smaller firms, and that, correspond- 
ingly, more credence can be placed in 
the assets and net worth data of the 
larger firms than in those of the smaller 
firms. 


When analyzed by industry, the manu- 
facturing firms which make up the bulk 
of the two upper quartile groups, show 
about 18 percent of those reporting this 
data giving net worth equal to or 
greater than total assets. The figure 
rises rapidly, thereafter, moving from 
27 percent for wholesalers to 50 percent 
for retailers and 60 percent for firms 
in service industries. The industry data 
in Tables 6 and 7 should, therefore, be 
examined with careful reservations based 
on the preceding observations. 


Table 6 shows that slightly over half 


of the responding firms reported total 
assets in excess of $200,000. This is 
accounted for primarily by the manufac- 
turing firms, over 80 percent of which 
were reported in this category. Five 
million dollars was the maximum re- 
ported. About 21 percent of the service 
industry firms, 17 percent of the whole- 
sale firms, and 11 percent of the retail 
firms reported total assets of $200,000 
or more. Seldom do any of these even 
approach $500,000. The wholesale firms 
tend to concentrate in the middle ranges, 
about 69 percent reporting total assets 
between $50,000 and $200,000, and only 
about three percent reporting under 
$25,000. The retail and service indus- 
tries, on the whole, were much more 
equally distributed among the under- 
$200,000 asset categories. The smallest 
non-manufacturing firms include an in- 
terior decorator who reported assets of 
$5,000 and several firms which reported 
between $5,000 and $10,000 in assets. 


When analyzed by employment quar- 
tiles, the relationship between employ- 
ment size and total assets held up very 
well. About 41 percent of the 1-7 em- 
ployee quartile reported total assets be- 
low $50,000, only four percent falling 
into the $200,000-and-over category, 
with about 55 percent in the $50,000-to- 
$200,000 asset class. About 15 percent 
of the 7-40 employee quartile were re- 
ported in the under-$50,000 asset class, 
25 percent in the $200,000-and-over 
group, and about 60 percent in the 
$50,000-to-$200,000 group, of which the 
bulk reported more than $100,000. In 
the 40-80 employee quartile, almost 90 
percent reported assets of $100,000 or 
more, with 71 percent reporting $200,- 
000 or more. About 96 percent of the 
80-250 employee quartile reported assets 
of $200,000 or more. 

Table 7 aggregates the net worth data, 
using the same size classifications as the 
asset data. The patterns follow those 
of the asset data very closely, although 
there is some downward shift, as might 
be expected with net worth less than total 
assets, if any form of accrual account- 
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CHARACTERISTICS OF TIE SAMPIZ OF 299 BUSEESSES I: MO SURVEY, 1960 


TABIE 23 Size Distrioution dy Crtecorics ond Intuscry Clossificstion 


Fereent=ge Penloying 


Yumber Responding Under 50 150-160 200-249 250-Cver 
Manufacturing 153 20.9 41.2 20.3 8.5 5.9 3.3 
Kommanufecturing 45 95.9 3.4 0.0 0.0 0.7 0.0 
Vholecale 53 100.0 0.0 3.0 0.0 0.0 0.0 
Retail 56 2.9 5.4 c.0 0.0 1.6 0.0 
Service 32 90.6 6.3 0.0 0.0 3.1 0.0 


TABLE 3: Distrioution by Mmployment-Size Quartiles, by Industry Classification and by Duployment Category 


Tumber of Number 


Menufecturing 


Service 


1 
Frplayees Interviewed* Numer Fercent of Total i um 


7-40 7 10 13.5 
40-50 1 69 93.2 
80-250 Rr 97.3 


2 296 interviews were classified in this table. 


Wholesale Retail 
per Percent of Total ftumoer Percont 
33 
43.2 17 23.0 
0.0 3 4.1 
0.0 2 1.4 
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TABLE he Distrivution by Sales Volume Categories, Industry Classification ani Raployuent-Size Quartiles 


Wer 


Industry ani Size Nes 


ond ing 


Industry 

Rit Companies 

‘Manufacturing 

Nonmanufact uring 
Wholesale 


40-80 
80-250 


TABIE 5: Distribution of Net Worth and Asset Responses, by Industry Classification and Hmploynent-—Size Quartiles 


Number Reporting liet 


Column 2 asa 


Number Reporting Both Worth Equal to or Percent of 

Industry and Size Assets and Net Worth Greater than Assets Colwmn 2 
Thdust 
Compenies 175 53 30 
Menufacturing oT 18 18 
Normanufecturing 8 45 

Wholesale 26 27 

Retail 3 16 50 

Service 20 2 60 
Employees 

rs 39 22 56 

7-ho 43 13 30 

40-60 43 9 21 
00-250 50 9 13 


TABLE 63 Distribution by Total Asset Categories, by Industry Classification and Niployuent-Size Quartiles 


Percent with Assets (in 1000's) 


just 
6.8 13.2 21.1 51.5 
1.8 3.6 11.9 €2.6 
2h. $1.3 15.3 
11.4 28.6 40.0 17.1 
22.2 19.4 30.5 1.1 
16.7 25.0 20.9 20.8 


8 
2.7 
. Percent with Sales (in ‘1000's) 
2h7 6.9 25.5 2.5 10.5 9.1 11.3 23.5 
29 0.3 4.6 8.5 13.9 16.3 41.9 i 
33.6 48.3 16.9 6.8 509 3-4 i 
4S 4.2 1.5 20.8 14.6 6.3 8.3 6.3 
Retail 43 20.9 51.2 20.9 0.0 2.3 4.7 0.0 } 
Service 27 18.5 63.0 37 307 37 3.7 
loyees ] 
25.8 58.1 8.1 4.8 3.2 0.0 0.0 i 
fat 7-40 1.7 35.0 30.0 6.7 10.0 1.7 5.0 1 
ee ZZ 0.0 6.3 13.3 25.0 16.7 20.0 16.7 
0.0 0.0 0.0 6.5 2.7 145 69.4 
mer 
Employees 
1-7 51 15.7 25.5 33.4 21.7 3.9 
BAG 8-40 ho 5.0 10.0 2.5 47.5 25.0 
cee 40-80 56 0.0 1.8 9.0 17.9 Tb 
80-250 55 0.0 0.0 0.0 3.6 
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10 CHARACTERISTICS OF THE SAMPLE 


ing is used. The confusion existing be- 
tween assets and net worth, particularly 
in the non-manufacturing industry 
groups and among the two lower quar- 
tiles (1-7 employees and 7-40 employees) 
limits this shift. 


AGE OF BUSINESS 


Respondents were also asked the age 
of their businesses. The results are 
shown in Table 8. 


There is a high positive correlation 
between size of business and age of busi- 
ness. At one extreme, included in the 
under-five-year groups are seven per- 
cent of the 1-7 employee quartile, about 
four percent of the 7-40 employee quar- 
tile, almost three percent of the 40-80 
employee quartile, and slightly over one 
percent of the 80-250 employee quartile. 
None of the respondent firms in the upper 
two quartiles is less than two years 
old. On the other hand, the percentage 
of firms 30 years old or more range from 
about 33 percent in the lowest quartile 
to 75 percent in the highest. 


By industry, about 70 percent of the 
manufacturing firms, which are mostly 
in the two upper employment quartiles, 
were reported in the 30 year-or-over 
category as against about 44 percent of 
the wholesale and service firms and 31 
percent of the retail firms. None of the 
manufacturing or retail firms was re- 
ported in the less-than-two-year-old 
category, although there are several 
wholesale and service firms in that 
group. All industry categories except 
service reported firms in the 2-5 year 
category, manufacturing reporting two 
percent and both wholesale and retail 
about five percent. Except for manu- 
facturing, the bulk of the firms in the 
various industry groups are in the 5-30 
year-old categories. 

It seems clear, then, that the “fly-by- 
nights” and the youngest and most fail- 
ure-prone firms have been eliminated 
from this sample, and that the study 


deals with a group of relatively well- 
established small businesses.3 


LEGAL FORM OF 
ORGANIZATION 


As shown in Table 9, most of the inter- 
views were with incorporated firms. This 
is largely accounted for by the pre- 
dominance of incorporation among the 
manufacturing firms, which are also gen- 
erally the largest firms in the sample. 
Among the non-manufacturing industry 
groups, the wholesaling firms show the 
largest percentage of incorporation with 
about 43 percent incorporated, serv- 
ice industry firms and retail firms fol- 
lowing with 34 percent and 29 percent, 
respectively. More than 50 percent of 
the retail firms, in fact, are single pro- 
prietorships. 


There is, as might be expected, a high 
positive correlation between size of firm 
and incorporation, and an inverse corre- 
lation between size and the number of 
single proprietorships. In general, as 
one moves away from the single proprie- 
torship, there is some presumption in 
favor of the business maintaining more 
detailed and careful financial records. 
This is especially so with corporations 
which are generally subject to greater 
special regulation and taxation, both of 
which call for careful record keeping. 


TRADE ASSOCIATION 
MEMBERSHIP 


Another characteristic of the sampled 
businesses which was investigated has 
to do with the degree to which they iden- 
tified themselves with other businesses 
through membership in one or more 
trade associations. Trade associations 
are intended, among other things, to pro- 


8A study by Richard Sanzo tabulates the 
age distribution of business failures in recent 
years. 
Percentage of Business Failures, by Age 
Years in business 


Year 5 or less 6 to 10 over 10 

1952 60 26 14 

1955 57 26 17 

1957 23 20 
(Jan.-June) 


Source: Richard Sanzo, “Whats Behind the 
Rise in Business Failures?”’, Dun’s 


Review and Modern Industry, De- 
cember 1957, p. 47. 
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CHARACTERISTICS OF THE SAMPLE 


vide members with statistical services, a 
certain amount of member interchange 
of information, and educational or train- 
ing opportunities, all aimed at improving 
efficiency and know-how. 

Knowledge of such affiliation of busi- 
nesses might serve several purposes in 
this over-all study: 

1. It could indicate whether the serv- 
ices of trade associations are given 
recognition by businessmen and, 
implicitly, provide direction for an 
evaluation of the impact of trade 
association activities upon the small 
business community; 

2. It could provide some background 
for an evaluation of trade associa- 
tion statistical data which is based 
upon membership where such data 
purports to be representative of 
smaller as well as larger busi- 
nesses; 

8. It should be useful in evaluating 
data received in connection with 
subsequent areas investigated in 
this study having to do with train- 
ing of business managers and ac- 
countants, with the sources of 
specific financial data in the area of 
financial and operating ratios, and 
the provision of uniform accounting 
systems. 

Each business manager was asked to 
indicate whether his firm belonged to a 
trade association or associations. Those 
answering affirmatively were asked if 
their firms belonged to any or all of the 
following: A. national association; B. 
regional or state association; or C. local 
association. 


Caution must be exercised in interpret- 
ing the answers to this question. Par- 
ticularly at the state and local, but much 
less at the national level, where answers 
can be identified, it appears that “trade 
association” was interpreted by many to 
include more general business organiza- 
tions such as the chambers of commerce, 
Pennsylvania Manufacturers’ Association, 
and other non-specialized organizations. 


Table 10 seems to point up clearly 


that trade association membership is 
clearly a function of size. In the manu- 
facturing industry, which accounts for 
most of the two upper employment quar- 
tiles, only about 20 percent of the firms 
reported no association membership; 
about 64 percent reported membership 
in national associations; and about 60 
reported membership in other associa- 
tions below the national level. Each of 
the sub-groups in non-manufacturing — 
wholesale, retail, and service — show 
about 41 percent to 43 percent non-mem- 
bership in associations, with wholesale 
firms reporting the largest membership in 
national associations and retail firms the 
least. On the basis of size, however, 1-7 
employee quartile shows about 50 per- 
cent non-membership in any associations, 
about 30 percent membership in national 
associations, and about 39 percent mem- 
bership in various sub-national associa- 
tions. The 7-40 employee quartile re- 
veals about 33 percent non-membership, 
with about 47 percent membership in 
national associations and 52 percent 
membership in sub-national associations. 


SUMMARY 


Manufacturing firms comprise about 
50 percent of the firms in the present 
sample. The remainder are distributed 
among wholesale, retail, and service 
firms, the fewest firms being in the serv- 
ice group. 

Although the method of selection of 
the sample was primarily responsible for 
the manufacturing firms dominating the 
upper end of the size range of firms, size 
characteristics as well as industry char- 
acteristics become quite apparent in the 
data as firms within an industry were 
divided between at least two size cate- 
gories. 

The employment data are the most 
complete as well as probably the most 
reliable among the various size criteria. 
Sales data are the next most complete 
and reliable. There is evident confusion, 
particularly among the smaller firms, be- 
tween the concepts of total assets and 
net worth. Both of these are the least 
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often answered and are very likely the 
least reliable figures. It is probable that 
the source of this confusion is mostly in 
the net worth figures, although this has 
not been verified from the data. On the 
whole, however, size patterns follow 
logically between employment size and 
the various financial criteria of firm size. 

The firms in the sample conform to 
the Small Business Administration loan 
criteria for maximum size, but most very 
small firms were excluded. Thus, subse- 
quent areas of the questionnaire concern- 
ing accounting and financial practices 
can be relied upon to yield substantially 
more positive results than if there were 
no minimum size restrictions. 

Very few of the firms in the sample 
are less than five years old, although a 
substantial proportion are more than 30 


years old. There is a decidedly high posi- 
tive correlation between size and age. 
Although the majority of the firms in 
the sample are incorporated, this is due 
mostly to the large proportion of manu- 
facturing firms in the total sample. 
Cutting across industry lines, however, 
there is a decidedly positive correlation 
between firm size and incorporation and 
a strong inverse correlation between size 
and the single proprietorship form. 

Size patterns are also very evident in 
analyzing trade association membership 
of the sampled firms. Manufacturing 
firms, which happen to be the largest 
firms in the sample, show the greatest 
participation in trade associations. But 
among the non-manufacturing industry 
groups, wholesale firms show the great- 
est participation, with service industry 
and retail firms following. 


Chapter Ill 


ACCOUNTING AND FINANCIAL PRACTICES 


As additional background to the major 
interest in the businessman’s use and 
understanding of ratio analysts, the 
present section deals with the finan- 
cial record-keeping organization and ac- 
tivities of the small businesses in the 
survey sample, with their relationships 
with suppliers, lenders, and credit in- 
vestigating and reporting agencies, and 
with some of the credit practices of the 
sampled businesses, especially insofar 
as they reflect upon their use and under- 
standing of financial statements. 


ORGANIZATIONAL RESPONSI- 
BILITY FOR ACCOUNTING 
AND FINANCIAL ACTIVITIES 


In this area questions were framed to 
determine who handled the firm’s books, 
how often financial statements were com- 
puted, and to what extent the firm made 
use of outside accounting services. 


It should be noted, before proceeding 
further, that the present textual discus- 
sion has shifted from the terminology of 
the questionnaire. In the questionnaire, 
itself, the term “accountant” was con- 
sistently used in reference to the per- 
sonnel charged with keeping the business’ 
books. In view of the implication of 
professional status attached to the term 
“accountant” in contrast with the ob- 
viously limited functions and_back- 
grounds of the people involved in this 
area among the small businesses investi- 
gated, the present report substitutes the 
term “bookkeeper” or “accounting per- 
sonnel.” 


Handling the books. The answers to 
this question indicate considerable di- 
versity of practice and a great number 
of different possibilities. Tables 11 and 
12 summarize the responses and indicate 
the role of the manager of the business, 
the use of part-time and of full-time 


bookkeepers, and the extent of reliance 
upon outside accountants or accounting 
services. There was no effort made in 
the question to distinguish between situa- 
tions where one full-time bookkeeper 
was employed and where a larger staff 
or accounting department was organized. 


The results for the combined sample 
show about 46 percent of the firms with- 
out a full-time bookkeeper or depart- 
ment, about half of these firms indicating 
that the manager takes care of the rec- 
ords, and the other half reporting use of 
part-time bookkeeping personnel. In 
most cases, however, an outside account- 
ant or accounting service was employed 
to help maintain the records and com- 
plete the financial statements. Where 
full-time bookkeeping help was used, 
about half of the firms reported that they 
also utilized the service of outside ac- 
countants. 

Manufacturing firms, comprising the 
largest firms in the sample, reported 
about 37 percent of the firms relying 
upon the manager or part-time book- 
keeper for internal record keeping, as 
against about 56 percent of the non- 
manufacturing firms which are, in this 
sample, the smaller firms. Service firms 
reported in about 63 percent of the 
cases that they do not have full-time 
booqkeeping help. This compares with 
about 57 percent of the retail firms and 
50 percent of the wholesale firms. 

The depth of the accounting organiza- 
tion is even more clearly a function of 
size of the firms. About 68 percent of 
the firms with 1-7 employees do not have 
full-time bookkeepers, about 45 percent 
of the firms in the two quartiles encom- 
passing firms with 7-80 employees, and 
only 24 percent of the firms employing 
80 to 250 employees. Throughout all of 
these situations where full-time book- 
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keepers are not employed, most of the 
firms reported the use of outside account- 
ants. This appears least evident, how- 
ever, among those employing 1-7 employ- 
ees. There is also a decided size pattern 
among firms with full-time bookkeeping 
help indicating that the larger the firm, 
the less it relies upon outside account- 
ants to supplement the internal record- 
keeping function. 


Frequency of statement preparation. 
Table 18 summarizes the data reported 
by sampled firms with respect to the fre- 
quency with which they compiled finan- 
cial statements. The combined sample 
shows that about 40 percent of the firms 
reported monthly preparation of state- 
ments, about 30 percent reported annual 
preparation of statements, about 21 per- 
cent reported quarterly preparation, and 
about eight percent reported semi-annual 
preparation. Throughout the table it is 
apparent that most firms which go be- 
yond a single annual statement move to 
either quarterly or monthly statement 
preparation. 


Manufacturing firms, which are also 
generally the largest firms in the sam- 
ple, reported only about 19 percent pre- 
paring annual statements, 24 percent 
preparing quarterly, and about 48 per- 
cent preparing monthly statements. 
Both wholesale and service industry 
firms are somewhat similar to each 
other in respect to frequency of state- 
ment preparation, about 38 percent of 
each group preparing annual statements, 
almost the same proportion preparing 
statements monthly, and close to 20 per- 
cent preparing quarterly statements. 
About 50 percent of the retail firms in 
the sample reported that they prepared 
only annual statements; about 23 percent 
reported monthly preparation of state- 
ments; and about 18 percent reported 
quarterly preparation of statements. 


The larger firms in the sample show a 
decided pattern of greater frequency 
of statement preparation than the smaller 
ones. About 53 percent of the 1-7 em- 


ployee quartile prepare only annual 
statements as against 35 percent for 
the 7-40 employee quartile, and about 
half that proportion for both the 40-80 
employee and 80-250 employee quartiles. 
In examining the data on monthly prepa- 
ration, it is apparent that the firms in 
the 80-250 employee quartile do this 
more commonly than the next lower size 
group, the proportions being about 53 
percent and 45 percent, respectively. The 
7-40 employee quartile, on the other 
hand, prepares monthly statements in 
almost the same proportion as the 40-80 
employee group. The 1-7 employee quar- 
tile reported only about 19 percent of 
the group preparing monthly statements. 


Advisory Services of Full-time Account- 
ing Personnel and Outside Accountants. 
Businessmen were asked where they 
used full-time accounting personnel or 
outside accountants if they received 
financial counseling services. They were 
also asked to specify the kinds of services 
received. In general, the larger firms 
reported receiving such services to a 
greater extent than the smaller firms. 
They also reported a greater variety of 
help from their full-time accounting per- 
sonnel or outside accountants. Manufac- 
turing and wholesale firms received more 
help than retail or service firms. 

Table 14 summarizes the data concern- 
ing the proportion of firms which use 
full-time accounting personnel and/or 
outside accountants and the proportion 
of firms in the sample which reported 
receiving financial analyses and counsel- 
ing services. Table 15 summarizes the 
extent to which firms obtaining such help 
receive tax advice only and the extent 
to which they receive a variety of other 
types of aid as well. It was difficult 
to classify the responses in greater 
detail because of their diversity. They 
range from “very little’ or “none” 
to such specifics as “breaks down profit 
and loss statement,” “taxes and costs,” 
“budgeting,” and broad statements such 
as “offers financial advice in every area” 
and “a complete analysis.” Generally 
the other forms of analysis or advice 
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were in the area of taxes, in cost and 
income statement analysis, and some- 
what less along the lines of balance sheet 
analysis. 

The percentage of interviewed firms 
receiving financial analyses and advice 
from their accountants increases from 
about 42 percent in the 1-7 employee 
quartile to more than 70 percent in the 
two upper quartiles employing 40-250 
people. The manufacturing firms, which 
dominate the two upper quartiles, re- 
ported about 76 percent obtaining analy- 
sis and advice beyond the basic record- 
keeping functions. In the non-manufac- 
turing group, wholesale firms reported 
about 64 percent receiving such help as 
against about 44 percent among retail 
and service industry firms. 

The larger firms reported a greater 
diversity of analytical and counseling 
services than did the smaller firms, the 
latter tending to show a larger per- 
centage of “tax advice only” than the 
larger firms. Surprisingly, the data 
suggest that retailers who received ad- 
vice obtained the greatest diversity of 
advice among the non-manufacturing in- 
dustries reported, and were about on a 
par with the manufacturing firms in this 
particular respect. 


Standard accounting classifications. A 
final question in the area of accounting 
practices attempted to determine the ex- 
tent of awareness of standard account- 
ing classifications by small businessmen. 
As shown in Table 16, only 44 firms 
responded affirmatively, including 29 
manufacturing firms. Again the larger 
firms show the greater awareness. 
When asked who sponsored such uniform 
accounting, about half the firms specified 
their trade associations. Another one- 
fourth mentioned accounting firms and, 
with one exception who mentioned a gov- 
ernment agency, the remainder were un- 
able to recall any details as to the spon- 
sor. The reference to accounting firms 
probably indicates, in most cases, the 
special forms used by accounting service 
firms in maintaining the books of their 
clients rather than a true industry-wide 


standardization of the sort being more 
and more widely encouraged by trade 
associations for the purpose of develop- 
ing meaningful industry data. As might 
be anticipated, the larger firms — those 
that had most of the national trade asso- 
ciation contacts — account for almost all 
of those specifying the trade associations 
as their source of knowledge. 


INFLUENCE OF SUPPLIERS AND 
OTHERS ON FINANCIAL 
PRACTICES AND POLICIES 


The sampled firms were asked several 
questions concerning their relationships 
with their trade suppliers, banks or other 
lending institutions, and with credit in- 
vestigating and reporting agencies. The 
replies to these questions are analyzed 
below. 


Suppliers. Businessmen were asked if 
their suppliers usually checked their 
financial statements. Of the 290 firms 
which answered this question, about 72 
percent stated that this was not a com- 
mon practice. The most apparent dif- 
ferences, as shown in Table 17, exist on 
an industry basis rather than by size of 
firm. Wholesale firms reported the larg- 
est incidence of supplier checking of 
statements, about 39 percent answering 
affirmatively. Manufacturing firms re- 
ported about 29 percent, retail firms 
about 27 percent, and service firms 
only about six percent. The size patterns 
can be explained almost entirely in terms 
of the industry distribution of firms 
within the size groups. 


An analysis of the 82 respondents who 
answered that their financial statements 
were checked by suppliers is summarized 
in Table 18. This was done in order to 
determine if financial advice is usually 
offered to them based on the condition 
of their statements. Only ten answered 
affirmatively. Advice is limited large- 
ly to inventory questions and to general 
cost problems. Most of the advice goes 
to the larger firms in the retail and 
wholesale groups and to a manufacturing 
firm. 


Banks and other lenders. The same 
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TABIE 19: Firms Ordinarily Iieving Recourse to Benks or Other Lending Institutions, 
by Industry Classification end Enploynent-Size Quartile 


Nonrecourse to 


Recourse to 


Eunber Banks Reported Benks (Assumed) 
Industry and Size Responding Number Percent Kumber Percent 
Indust 
at tom Compenies 299 110 36.8 189 63.2 
Manufacturing 153 52 34.0 66.0 
Nomeanufecturing 146 58 39.7 838 60.3 
Wholesale 17 29.3 10.7 
Retail 56 23 58.9 
Service 32 18 56.3 14 43.7 
Employees 
1-7 33 11.6 55.4 
Th 32.4 50 67.6 
40-80 Tt 33 55.4 
60-250 Th 20 27.0 73.0 


general line of questioning was directed 
at respondents with respect to the prac- 
tices of banks and other financial insti- 
tutions. Respondents were asked if 
banks and other financial institutions 
required: A. A balance sheet; B. An in- 
come statement; and/or C. An operating 
budget. 

A fourth part of the same question 
permitted the respondent to indicate 
that the firm did not “ordinarily have 
recourse to banks and other financial in- 
stitutions.” (See Table 19.) This was 
intended as a check upon those persons 
who do not ordinarily deal with financial 
institutions but who happened to answer 
the preceding parts to the question. The 
answers of this group were eliminated 
from Table 20 which, therefore, summar- 
izes the experience of only those 189 
firms ordinarily dealing with lending 
institutions. 

About two-thirds of the sampled group 
of firms, then, deals with banks or other 
lending institutions. Wholesalers and 
manufacturers are slightly above the 
over-all average, while retailers reported 
about 59 percent and service industry 
firms only about 44 percent ordinarily 
having recourse to banks. The analysis 
by size of firm indicates that it is both 
the larger manufacturing firms and the 


larger among the various non-manufac- 
turing groups that most commonly re- 
sort to banks for credit. 

Most of the sampled firms when they 
have recourse to banks are required to 
submit balance sheets. Profit and loss 
statements are submitted in somewhat 
fewer cases. They are very seldom 
required to submit budgets. The greater 
frequency of the balance sheet require- 
ment is probably attributable to the tra- 
ditional emphasis upon solvency by banks 
and other primarily short-term lenders. 
Table 20 summarizes the data by indus- 
try and employment size quartiles. 

Generally, manufacturing and whole- 
saling firms which deal with banks indi- 
cated more frequently that they are 
required to submit balance sheets than 
the other industry groups. The size 
analysis suggests that this is generally 
true of the larger firms in both the 
manufacturing and non-manufacturing 
industry groups. There appears to be 
relatively little difference among the 
various industry groups as regards the 
profit and loss statement, other than for 
the very low proportion of service firms 
required to submit this statement. It is 
difficult to see a size pattern in the sub- 
mission of the profit and loss statement 
to lending institutions. The operating 


ACCOUNTING AND FINANCIAL PRACTICES 


6°Tz $2 2 


ae S*49 0°62 


629990 Ciresed on 
un 


9308) JO 


0S2-0g 
S*og TLT L eoustog 
ot le 0°9 € 
ez ° qeous counted 
° 6S TL t 9e8png Bat 
9 TLS 8 pie Jorg 
vu ot 9°92 ° 
9 Se 2 qe8png Suz 
6°S9 Lz Tene 0 S90] pus 
st 9 ° qeoug souctoq 
TT ot 1°03 L qe8png Pup qoredo 
89 02 ° sourtog 
6°6 ot 2a g qe8png 
ee Tt ore qeoug 
eet 2 92 B90] pue Jord 
9ST Te TUT 2 qoous soucteg 


Try 
3 


paren @suod pue Arympur 


19 
i 
HE slg 
3 
| | i ‘ 
: 
A 


20 ACCOUNTING AND FINANCIAL PRACTICES 


budget is required of about ten per- 
cent of both the manufacturing and the 
wholesale firms, as compared with 18 per- 
cent of the retail group, and none of the 
service industry firms. Again, as with 
the profit and loss statement, there does 
not appear to be any meaningful size 
pattern. 

Only 47 firms indicated that lending 
institutions offered the firm “manage- 
ment or financial counseling based on the 
condition of (their) statement.” The 
answers show advice which varies from 
the areas of “costs, purchasing of equip- 
ment, loans, etc.,” “financing and real 
estate,” to advice “on solvency and 
progress,” and “general information.” 
Most of the answers are quite vague in 
defining the area covered. 


Credit investigating agencies. The final 
question in this section dealt with the 
practice of supplying credit information 
to outside agencies. All respondents 
were asked if their companies ordinarily 
supplied financial statements to credit 
research agencies such as Dun and Brad- 
street. Of the 291 companies respond- 
ing, approximately 75 percent indicated 
that they did supply such information. 
About 54 percent of the respondents in- 
dicated that they furnished statements 
only to Dun and Bradstreet and an addi- 
tional 15 percent indicated that they 
furnished statements to Dun and Brad- 
street and to other agencies as well. 
It would appear, then, that about 69 
percent of the respondents furnish such 
information to Dun and Bradstreet. 
Other agencies mentioned were various 
trade associations, commercial banks, 
specialized credit agencies such as 
Lyons, and sales finance companies such 
as C.I.T. and Commercial Credit Corpora- 
tion. The data, broken out by industry 
and by size quartiles, are summarized in 
Table 21. 

Rather unusual patterns emerge from 
Table 21. About 89 percent of the re- 
tail firms reported submission of their 
statements to various credit research 
agencies, as compared with about 82 per- 
cent of the wholesale firms, 71 percent of 


the service industry firms, and 67 percent 
of the manufacturing firms. When an- 
alyzed by size of firm, there does not 
appear to be much difference between 
the two lowest employment quartiles, 
both showing a little over 80 percent of 
the firms submitting statements. The 
40-to-80 employee quartile, however, 
shows about 78 percent, and the 80-to- 
250 employee quartile shows about 62 
percent of the firms submitting state- 
ments to credit research agencies. Dun 
and Bradstreet dominates the picture for 
all groups, although wholesale firms 
somewhat more than the other industry 
groups provide statements to agencies 
other than Dun and Bradstreet. The 
tendency toward an inverse correlation 
with size of firm and the relatively low 
position of manufacturing represent a 
substantial change from the preceding 
patterns developed in this section and 
are difficult to explain without considera- 
bly more investigation.1 


CREDIT PRACTICES 
OF SMALL BUSINESSMEN 


This section of the survey deals with 
the methods used by small businessmen 
in the sample to obtain credit informa- 
tion about their customers. It consisted 
of a series of three questions dealing 
with the following subjects: 


1. Utilization of credit investigation 
services; 

2. Analysis of customer’s 
statements; and 


3. Types of financial statements re- 
quired of customers. 


financial 


Use of credit investigating services. 
In the first of these subject areas, inter- 
viewers asked whether or not respondent 
companies made use of credit investigat- 
ing services for the purpose of determin- 
ing the credit status of customers to 
whom they extended credit. Of the 293 
firms which responded to this question, 114 
or approximately 40 percent of the re- 


1The results were discussed with a repre- 
sentative of a major credit reporting agency. 
He expressed surprise with the outcome, and 
could not offer an explanation. 
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spondents stated that they made no 
attempt to collect credit information 
about their customers. (See Table 22.) 
Many of those who answered this ques- 
tion negatively represent small retail 
and service firms which normally extend 
little or no credit to customers. Many 
stated in the interview that they con- 
duct a strictly cash business or that they 
extend credit only in very unusual cir- 
cumstances. 


Table 22 makes it quite clear that 
manufacturing and wholesaling firms use 
credit investigating services substan- 
tially more than do retail and service 
firms. Manufacturing firms reported use 
of such facilities in about 70 percent of 
the cases, with about half of all manu- 
facturers utilizing Dun and Bradstreet, 
and 25 percent of them calling upon their 
banks for credit information. About 61 
percent of the wholesale firms reported 
utilization of credit investigating serv- 
ices, with about 42 percent of all whole- 
salers utilizing Dun and Bradstreet and 
about 39 percent of them using their 
banks for specific credit information. 
About 51 percent of the retail firms and 
only 87 percent of the service industry 
firms have recourse to credit investigat- 
ing services. In both these industries, 
respondents indicated substantially more 
frequent use of their banks and other 
agencies than of Dun and Bradstreet. 


There is also some evidence of a size 
pattern to the data, particularly be- 
tween the lowest employment quartile 
and the second quartile and between 
the third and the highest size quartiles. 
The former represents largely the dif- 
ference between the retail and service 
firms as compared with wholesale firms 
which weigh so heavily in the second 
quartile. There is, however, a sufficient 
spreading within the two lower and the 
two upper groups of quartiles as to sug- 
gest that the larger firms within indus- 
try categories more commonly use 
outside agencies for credit investigation. 
Quite clearly, the third and fourth quar- 
tiles, which are dominated almost com- 
pletely in both cases by manufacturing 


firms, show such a positive correlation 
of size of firm to use of credit investi- 
gating agencies. 

Financial statements requested from 
customers. In the second question of 
this series small businessmen in the sur- 
vey sample were asked whether or not 
they ordinarily requested financial state- 
ments from any or all of their business 
customers. Approximately 90 percent of 
the sampled firms stated categorically 
that they did not. Of the 28 companies 
answering affirmatively, 19 were manu- 
facturing firms, six were wholesalers, 
two were service firms, and one was a 
retailer. 


Those who answered the question 
affirmatively were asked to indicate the 
type of customer from whom they re- 
quested statements. Apparently none of 
the small businessmen requested state- 
ments from all customers. Fourteen 
stated that they requested them from 
new customers, and a few indicated that 
they requested them from very small 
customers or from small customers plac- 
ing unusually large orders. One indi- 
cated that statements were requested 
from customers with low Dun and Brad- 
street ratings. 

The businessmen who answered the 
previous question affirmatively were 
asked to indicate which types of finan- 
cial statements they required and the 
number of years of business operation 
for which they were required to submit 
such statements. The interviewer listed 
the following types of statements: 
1. Balance Sheets; 2. Profit and Loss 
Statements; 8. Sources and Uses of 
Funds; and 4. Operating Budgets. 

Of the 28 respondents who _indi- 
cated that their firms required financial 
statement of customers, 23 require bal- 
ance sheets, 16 ask for profit and loss 
statements, while only six firms request 
sources and uses statements, and only 
four firms request operating budgets. 
The majority of those answering gave 
no details as to the number of years for 
which they require statements. The re- 
sults are summarized in Table 23. 
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SUMMARY 

Full-time bookkeeping personnel are 
not found in substantially larger busi- 
ness organizations as frequently as one 
might have anticipated. In many cases, 
there is not even a part-time employee 
other than the owner-manager involved 
in the record-keeping function. There 
is, however, much reliance placed upon 
outside accountants in these cases. 

The outside accountants and full-time 
bookkeepers or accountants, especially 
among the smaller firms, often limit 
their services only to record-keeping. 
Where they go beyond this, they fre- 
quently limit themselves to tax advice 
— probably the preparation of tax 
forms. The larger firms reported a much 
greater diversity of aid in the form of 
financial analysis and counseling. 

Although most firms prepared state- 
ments annually, a surprising number, 
even among the larger firms, limit 
themselves to the annual statement. The 
larger firms, however, tend to prepare 
statements more frequently, the majority 
of the firms in the highest employment 
quartile preparing monthly statements. 
Only 46 of the 299 firms in the sample 
showed any awareness of the existence 
of any standardized accounting systems 
for their industry, although many of 
these probably had in mind the record- 
keeping forms supplied by their outside 
accounting firms. The larger firms 
tended to specify their trade associations 
as the source of the standardized ac- 
counting systems. 

Most firms reported that their finan- 
cial statements are not checked by sup- 
pliers, although this is least true 
among wholesalers. Only a few of the 
firms submitting statements reported 
receiving any advice from suppliers. 


Most firms when they have recourse 
to lending institutions for credit are 
required to submit balance sheets and/or 
profit and loss statements, the latter 
somewhat less. Very seldom are op- 
erating budgets called for. It should be 
noted, however, that almost 40 percent 
of the firms in the sample ordinarily have 
no borrowing relationships with financial 
institutions. This is particularly evi- 
dent among the retail and service firms. 

Most of the sampled firms reported 
that they did submit statements to credit 
investigating and reporting agencies, 
Dun and Bradstreet dominating the pic- 
ture. The retail and wholesale firms, 
particularly, indicated cooperation with 
such outside agencies. 


Taking an opposite perspective, about 
60 percent of the sampled firms, them- 
selves, utilize the services of credit in- 
vestigating agencies. Less is done 
along these lines by retail and service 
industry firms, where cash operations 
are more common and there are obvi- 
ously fewer needs for such services than 
among manufacturers and wholesalers. 
The sampled firms very seldom call 
upon their customers for financial state- 
ments. Where done, it is mostly in 
connection with new or small accounts 
where the size of the order warrants 
the investigation. In most cases, the 
sellers are interested in balance sheet 
information, and somewhat less often in 
profit and loss statements. 


In general, one might conclude that 
accounting records are probably not 
very sophisticated and that outside pres- 
sures to maintain detailed records from 
suppliers and lending institutions are 
quite limited. The larger firms, and, 
particularly, the manufacturing and 
wholesaling firms present the best pic- 
ture of attention to the accounting 
function. 


Chapter IV 


UTILIZATION OF FINANCIAL RATIOS 
AND OTHER ANALYTICAL TECHNIQUES 


In the section of the interview inquiring 
into the use of financial ratios and other 
analytical techniques, each of the res- 
pondents was asked a series of questions 
about: 


1. The use of a number of common 
financial ratios. 

2. The source of outside criteria for 
evaluating the reasonableness of 
ratios computed within his own 
business. 

8. Which ratios he considered to be 
most important in attempting to de- 
termine (a) the profitability and 
(b) the solvency of his business. 

4. What other techniques of financial 
analysis he used in his business. 

In order to get at the question of the 

incidence of ratio analysis among the 
small businessmen in the sample, the re- 
pondent was asked whether or not his 
firm ordinarily “kept track of the rela- 
tionship between” a series of ten com- 
binations of figures which were actually 
a list of ten common balance sheet, profit 
and loss and mixed financial ratios. Thus, 
it was possible for the interviewer to 
introduce the concept of the financial 
ratio to the respondent without relying 
solely upon the use of the term “financial 
ratio” to describe the kind of information 
he was seeking. Wherever the respond- 
ent answered affirmatively that “his firm 
did keep track of such relationships,” 
he was asked to give what he considered 
to be a satisfactory relationship for his 
industry and/or for his company. The 
questions were put in this rather indirect 
way in order to avoid asking the respond- 
ent directly what a particular ratio in 
his firm such as net worth to debt or 
sales to receivables might be. Thus, the 
respondent could offer an opinion with- 
out divulging any specific information 
about his firm’s financial position. 


OVER-ALL EVIDENCE 
OF RATIO ANALYSIS 


The data dealing with the over-all in- 
cidence of ratio analysis among the small 


business firms in the sample are summar- 
ized in Table 24. 


Eighty-two percent of those who an- 
swered the question indicated that they 
made some use of the ratios or compari- 
sons described to them by the interview- 
ers. The figure would be somewhat lower 
(79 percent), if we include the ten com- 
panies who did not respond to this 
question among the non-users. 

The high percentage of firms reporting 
the use of ratio analysis may be explained 
by two significant considerations. First, 
all firms indicating that “they customar- 
ily kept track” of any one of the ten 
ratios were classified as users. Secondly, 
ratio analysis was very broadly defined 
for purposes of this survey. Interviewers 
were instructed to improvise on the 
phrasing of the question because it was 
felt that small businessmen, while not 
using formal ratio analysis, might be 
using ratios by keeping track of rela- 
tionships in an informal way. Interview- 
ers therefore attempted to get the con- 
cept of financial ratios across in a num- 
ber of different ways. As a result they 
were able to discover a large number of 
small businessmen who are keeping 
track of one or more of such relation- 
ships in their financial statements even 
though they are not consciously using 
ratio analysis as a formal management 
tool. 

It is much more likely, therefore, that 
the use of financial ratio analysis as a 
standard management technique is con- 
fined to a smaller number of the 237 
firms who report some use of ratios. 
Twenty of the 28 firms that reported 
using all of the ten ratios are manu- 
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TABLE 24; Use of Financial Ratios Among Small Business Firms, by Industry Classification 
Percentage Responding 
Number No Use e Use of All 
Industry Responding Reported Reported Ten Ratios Partial Use 
All Companies 298 18.0 82.0 9.7 72.3 
Manufacturing 149 13.4 86.0 13.4 86.6 
Nonmanufacturing 140 22.9 5.7 


TABLE 25: * Rank of Ten Listed Ratios in Order of Indicated Use, by Industry Classification and Employment-Size Quartiles 


Nonmanufacturing 
Manu- Whole- Employment -Size Quartile 
Ratio Total facturing Total _sale Retail Service 1-7 7-40 80-250 
Profit/Net Sales 2 2 1 2 1 1 1 1 1 2 
Current Assets/Current Liabilities 2 2 2 a 3 2 2 2 2 1 
Sales/Receivables 3 4 4 3 5 5-6 " 3-4 4 3 
Cash Plus Receivables/Current Liabilities 4 3 6 5 6 4 5 5 3 4 
Sales/Inventory 5 5 3 4 2 8 3 6 5 6-7 
Profit/Net Worth 6 6 5 6-7 4 3 6 3-4 6 5 
Inventory/Net Working Capital 7 8 7 6-7 kj 9 7 7 7-8 8 
Net Worth/Dedt 6 7 8 8 9 z 8 9 7-8 6-7 
Profit/Assets 9 9 9 9 8 5-6 9 8 9 9 
Net Worth/Fixed Assets 10 10 10 10 10 10 10 10 10 10 
TABLE 26: Number Indicating Use of Each of Ten Listed Ratios, by Industry Classification and Employment-Size Quartiles 


Nonmanufacturing 


Manu- Whole- 
Ratio Total facturing Total Retail Service 
Number of Sampled Firms 299 153 58 56 
Profit/Net Sales 205 118 87 Eig 34 16 
Current Assets/Current Liabilities 1ge 112 80 43 23 1a 
Sales/Receivables 128 78 50 26 17 7 
Cash Plus Receivables/Current Liabilities 126 79 47 23 15 9 
Sales Inventory lai 67 54 25 24 5 
Profit/Net Worth no 62 48 19 19 10 
Inventory/Net Working Capital 85 50 35 19 12 4 
Net Worth/Debdt 82 56 26 15 5 6 
Profit/Assets 66 39 27 10 10 7 
Net Worth/Fixed Assets 48 34 14 8 4 2 


TABLE 27: Percent of Firms in Sampled Groups Indicating Use of Each af Ten Listed Ratio,by Industry and Employment-Size Quartile 
Nonmanufacturing 
- Whole- Employment -Size Quartile 

Ratio Total facturing Total _sale Retail Service 1-7 7-40 40-80 60-250 
Number of Sampled Firms 299 153 56 32 7% 
Profit/Net Sales 68.6 TTL 59.6 63.8 &.7 50.0 51.4 66.2 81.1 Th. 
Current Assets/Current Liabilities 64.2 73.2 54.8 TH.L 41.1 43.8 47.3 62.2 73.0 5.7 
Sales/Receivables 42.8 51.0 34.2 44.8 30.4 21.9 28.4 44.6 51.4 47.3 
Cash Plus Receivables/Current Liabilities 42.1 51.6 32.2 39.7 26.8 28.1 23.0 43.2 56.8 45.9 
Sales Inventory 40.5 43.8 37.0 43.1 42.9 15.6 31.1 41.9 50.0 39.2 
Profit/Net Worth 36.8 40.5 32.9 32.8 33.9 31.3 21.6 44.6 40.5 40.5 
Inventory/Net Working Capital 28.4 32.7 24.0 32.8 21.4 12:5 2.3 ik 33:8 29.7 
Net Worth/Debdt e7.4 36.6 17.8 25.9 8.9 18.8 13.5 24.3 33.8 39.2 
Profit/Assets 22.1 25.5 18.5 17.2 17.9 21.9 9.5 27.0 24.3 28.4 
Net Worth/Fixed neste 16.1 22.2 9.6 13.8 TL 6.3 4.1 14.9 20.3 25.7 


facturing firms. A _ special review of 
the non-manufacturing firms showed that 
the larger firms among them account 
for all those reporting complete use of 
the ten ratios. These facts suggest that 
formal ratio analysis is more prevalent 
among the manufacturing group and 
larger non-manufacturing firms. 


USE OF INDIVIDUAL RATIOS 


The reactions of businessmen to the 
ten listed ratios in the questionnaire 
were analyzed in terms of their indicated 
use of the individual ratios as well as 
by verifying this subsequently with an 
analysis of their opinions of the relative 


importance of the ratios with respect to 
the problem of judging solvency and 
profitability. Tables 25 to 27 summarize 
the analysis of the actual use of the ten 
ratios listed in the questionnaire. By 
far the most important of these in actual 
use among all groups are the profit to 
net sales ratio and the current ratio. 
The next four ratios, in order of impor- 
tance for all 299 firms, involve the re- 
lationships of sales and receivables, cash 
plus receivables to current liabilities 
(the so-called “quick” or “acid-test” 


ratio), sales and inventory, and profit to 
net worth. Thereafter, the use of the 
remaining ratios falls off rapidly. These 


1-7 7- )-250 
7 T 74 
pot 38 49 60 55 
3546 54 56 
a 3 38 35 
230031 37 29 
16033 30 30 
15 23 25 22 
10 18 25 29 
15 19 
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ratios include the relationships of in- 
ventory and net working capital, net 
worth and debt, profit to total assets, 
and net worth and fixed assets. 


When analyzed in terms of broad in- 
dustry groups and size of firm, a number 
of interesting variations in pattern 
appear. The profit to sales ratio leads 
in all industry groups except wholesaling 
and in the highest size quartile, where 
it is led by the current ratio. The manu- 
facturing firms reported the highest inci- 
dence of use of the profit to net sales 
ratio, approximately 77 percent of all 
the sampled firms. Thereafter, the re- 
ported use fell off to about 64 percent 
for wholesale firms, 61 percent for retail 
firms, and 50 percent for service industry 
firms. The greatest use is apparent in 
the two upper-size quartiles, although 
the percentage drops from 81 percent 
in the 40-80 employee quartile to 74 per- 
cent in the 80-250 employee quartile. 

The current ratio was reported as more 
frequently used than profit to sales in 
both the wholesale group and in the 
highest quartile, but fell to third place 
among the retail firms, where inventory 
turnover was reported more frequently. 
The largest percentage of firms report- 
ing use of the current ratio, however, 
is among the wholesale and manufac- 
turing firms — just under 75 percent — 
with retail and service firms reporting 
between 40 and 45 percent use of the 
ratio. The size pattern of use is simi- 
lar to the profit to net sales ratio. 

The sales to receivables ratio generally 
ranks substantially below the first two 
ratios. The pattern of use and rank 
varies considerably among industries. 
The acid-test ratio was reported equal in 
importance to it in the manufacturing 
industry. The acid-test ratio and the 
profit to worth ratio were reported more 
frequently used by service industry 
firms, and retail firms reported greater 
use of the sales to inventory and the 
profit to worth ratios. The manufactur- 
ing firms reported about 51 percent using 
this analysis of receivables; wholesaling, 
about 45 percent; retailing, about 30 per- 


cent; and service industry firms, about 22 
percent. The small use of these ratios 
in retailing and service industries ac- 
cords with the pattern of largely cash 
sales indicated in the preceding section 
concerned with firms’ interest in credit 
investigation services. The size analysis 
shows a steady increase of use as one 
moves into the larger firms, although 
there is a leveling off of the rise into 
the highest size quartile. 

The acid test ratio, although it ranks 
fourth among the ten listed ratios for 
the combined sample, varies in rank and 
use among industries. In both the whole- 
sale and retail industries there is a 
greater interest in inventory turnover 
(sales to inventory ratio). About 52 per- 
cent of the manufacturing firms reported 
use of the acid test ratio, as against 40 
percent of the wholesaling firms, and 
less than 30 percent of the retailing and 
service firms. By size, the 1-7 employee 
quartile reported use of the acid test 
by about 23 percent of the firms. This 
rose to about 57 percent in moving to 
the 40-80 employee quartile, and then fell 
back to 46 percent in the top quartile. 

The sales to inventory ratio is 
equally important, percentagewise, in 
manufacturing, wholesaling and retail- 
ing, about 43 percent of the sampled 
firms in each group indicating its use. 
In the service industry, where inventory 
might be expected to play a minor role, 
only about 15 percent of the firms used 
it. Again, there is shown a sharp in- 
crease in use of the ratio as size of firm 
increases, moving from 31 percent in the 
1-7 employee quartile firms up to 50 per- 
cent in the 40-80 employee quartile. 
There is, then, a drop back to 39 percent 
of the sampled firms in the 80-250 
employee quartile. 

The profit to net worth ratio is used 
by about 41 percent of the firms in the 
manufacturing group and between 31 
percent and 34 percent of the remaining 
industry groups. When analyzed by size, 
however, it is apparent that the smaller 
non-manufacturing firms which dominate 
the 1-7 employee quartile show relatively 
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little interest in this ratio, only about 22 
percent of them indicating its use. In 
contrast, the 7-40 employee quartile, 
which is dominated by the larger non- 
manufacturing firms, shows about 45 per- 
cent use of the profit to worth relation- 
ship, higher than the two upper quar- 
tiles which are composed almost ex- 
clusively of manufacturing firms. The 
latter show about 41 percent use of this 
ratio. 


Inventory to net working capital is 
used by about 28 percent of all the sam- 
pled firms, as compared with 37 percent 
for the profit to net worth ratio, which 
ranked just ahead of it. It obviously 
attracted much less attention than the 
acid test ratio, to which it corresponds 
very closely in meaning. Only in manu- 
facturing and wholesaling did as many 
as one-third of the firms indicate use of 
inventory to net working capital. Among 
the retail firms, indicated use fell to 21 
percent; and in the service industry it 
fell to 13 percent. Apart from the 20 
percent indicated use in the 1-7 employee 
quartile, there was little difference 
among the three upper quartiles which 
varied between 30 and 34 percent indi- 
cating use of inventory to net working 
capital. 

The net worth to debt ratio, which 
might not be expected to have an inher- 
ently greater usefulness in one industry 
as compared with another, ranges from 
a high of 37 percent in the manufactur- 
ing industry where it ranks ahead of 
inventory to net working capital to 26 
percent in wholesaling, 19 percent among 
service industry firms, and only nine per- 
cent among retail firms. When analyzed 
by size of firm, there is a steady upward 
progression from the lowest quartile, 
with about 14 percent indicating use, to 
the highest quartile, which shows about 
39 percent indicating use. 

The profit to assets ratio, which ranks 
ninth among the ten listed ratios with 
about 22 percent of the total sample 
indicating its use, ranges by industry 
from about 26 percent in manufacturing, 
to 22 percent in service, and about 17 to 


18 percent in wholesaling and retailing. 
Except for the very low percentage of 
use in the 1-7 employee quartile (about 
ten percent), there is no strong evidence 
of a size pattern among the remaining 
firms, where the indicated use varies be- 
tween 24 percent and 28 percent. 

The net worth to fixed asset ratio 
shows up as by far the least used of the 
listed ratios among all industry and size 
groupings. About 22 percent of the 
manufacturing firms indicated that they 
use it, followed by about 14 percent of 
the wholesale firms, seven percent of the 
retail firms, and six percent of the service 
firms. Its use was even more negligible 
in the lowest size quartile, only four per- 
cent of the firms indicating that they 
use the worth to fixed asset relation- 
ship. The size pattern continues quite 
consistently, rising thereafter from about 
15 percent of the 7-40 employee quartile 
to about 26 percent of the firms in the 


80-250 employee quartile. 
BUSINESSMEN’S PREFERENCE 
FOR “PROFITABILITY” AND 
“SOLVENCY” RATIOS 

The responses to a subsequent series 
of questions in the interviews confirm 
the picture drawn by Tables 25-27, as 
well as provide further insight into 
the small businessman’s comprehension 
of ratio analysis. Instead of asking 
businessmen which ratios they actually 
used, the interviewers asked them to 
rank in order of their importance the 
ratios which they considered most help- 
ful in determining (a) the profitability 
and (b) the solvency of their businesses. 
Over-all, the same two ratios — profit 
to sales and current assets to current 
liabilities — stand out in importance. 

Profitability. In the case of guides to 
profitability, 233 companies indicated a 
single ratio which they consider im- 
portant, 99 listed two ratios, 43 listed 
three, and 28 listed four. Profit on 
net sales was ranked first by 168 com- 
panies (73 percent of those answering 
the question). Profit on net worth was 


ranked first by 28 companies (12 percent 
of the respondents) and sales to in- 


— 
AGE 


UTILIZATION OF FINANCIAL RATIOS AND OTHER ANALYTICAL TECHNIQUES 27 


ventories by 20 companies (8.6 percent 
of the respondents). 


In order to determine the over-all im- 
portance of each of the ratios, the re- 
sponses were weighted by the numbers 
4, 8, 2, 1, with “four” corresponding to 
first rank, “three” to second, ete. Table 
28 gives the total number of times which 
each ratio was mentioned as either first, 
second, third, or fourth in importance as 
a determinant of profitability. It also 
gives the weighted rank aggregate (i.e. 
the sum of the products of appropriate 
weight times the number of instances 
mentioned first, second, third, etc.) 
Finally, the rank aggregate is shown 
converted into an “index of importance” 
based upon the percentage relationship 
of the rank aggregate of each of the 
other ratios to the ratio of profit to 
sales. Thus, for all companies, the 
rank aggregate of “777” for profit to 
sales becomes “100,” and the rank ag- 
gregate of “225” for profit to net worth 
is shown “29” — in effect saying that 
the sampled firms rated profit to net 
worth as 29 percent as important as 
profit to sales. 


Table 28 confirms the evidence of the 
preceding section that most businessmen 
think primarily in terms of profit mar- 
gins on sales rather than in terms of 
some concept of return on investment 
such as profit to net worth or profit to 
total assets. The sales to inventory 
ratio shows the greatest relative impor- 
tance in the retail industry and among 
the smallest size firms, revealing the 
emphasis placed upon high turnover as 
a contributor to profitability among 
smaller businesses. The intrusion of the 
current ratio into this group is quite 
surprising and can be attributable only 

1For example, the rank aggregate of 777 


for net profit on sales was obtained in the 
following manner: 


Number Weightx 

of number 
times 

mentioned Weight mentions 

Most important 168 4 

2nd most important 27 3 81 
3rd most important 9 2 18 
4th most important 6 Z 6 
Total 777 


to confusion and grasping at straws in 
an attempt to give answers to the inter- 
viewers. It is quite probable that “gross 
margin” would have rated much higher 
had it been among the listed ratios. It 
was mentioned only by manufacturing 
firms on their own initiative. 


Solvency. The second question in the 
series was concerned with evaluating 
preferences with respect to the prob- 
lem of solvency. Many fewer respond- 
ents attempted to answer this question. 
In this case 196 companies indicated a 
single ratio which they considered im- 
portant, 76 listed two, 29 listed three, 
and 20 listed four. The so-called 
“current” ratio (current assets to cur- 
rent liabilities) was ranked first by 127 
companies, (64.8 percent of those an- 
swering the question). Sales to inven- 
tory was ranked first by 25 companies 
(12.7 percent of those answering) and 
inventory to net working capital was 
ranked first by 21 companies (10.7 per- 
cent of those answering). Responses 
were weighted as in the previous ques- 
tion in order to determine the over-all 
importance of each of the ratios. The 
results are summarized in Table 28. 


The current ratio completely dominates 
the picture as the most important ratio 
in the minds of the businessmen inter- 
viewed, confirming the picture previously 
given in the analysis of ratios actually 
used. Only in isolated cases does the in- 
dex of importance for other ratios attain 
40 or more. Among retail firms, inven- 
tory to net working capital and sales to 
inventory, respectively, reached 40 and 
48. The acid test ratio reached an index 
of 40 among the service industry firms. 
The net worth to debt ratio reached 
the surprisingly high index of 24, con- 
sidering the very low rating given it in 
actual use. 

One is tempted to suspect rather 
strongly that the ratings in this area, 
other than for the well-known current 
ratio and inventory turnover ratios, were 
based to some extent upon intuitive re- 
actions to some of the terminology of 
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UTILIZATION OF FINANCIAL RATIOS AND OTHER ANALYTICAL TECHNIQUES BY SMALL BUSINESS RESPONDENTS TO THE TEMPLE UNIVERSITY SURVEY, 1960 


TABLE 28: Importance of Ratio as Measures of Profitability and Solvency, by Industry Classification and Eaployment-Size Quartile 


Solvency 
Profitability Cash Plus 
Inventory/ Receivables/Net 

Industry, Size Profit? Profit7 Sales Profit/ Current Gross Current Net Working Sales/ Current Worth/ Sales/ 

and Importance Sales Worth Inventory Assets Ratio “ Margin Ratio Capital Inventory Liabilities Debt Assets 
Industry 
All companies 

Times ranked 210 73 50 43 15 7 158 52 48 42 12 7 

Rank aggregate 2 77 225 149 15 4) 23 591 166 150 118 45 16 

Index of Importance“ 100 29 19 15 5 2 100 25 23 18 ; 2 
Manufacturing 

Times ranked 110 3% 23 ak 8 85 26 19 18 3 4 

Rank aggregate 410-107 - 67 69 20 23 324 86 59 56 9 lo 

Index of Importance 100 26 16 17 5 6 100 27 18 17 3 3 
Non-manufacturing 

Times ranked 100 37 27 1 a ° 3 26 oh 9 3 

Rank te 82 46 21 267 80 9. 62 36 6 

Index of Importance 100 32 22 12 6 ° 100 30 34 23 13 = 
Wholesale 

Times ranked 36 15 10 9 1 ° 32 8 12 7 4 

Rank aggregate 131 50 29 21 4 ° 123 2k 35 17 4 4 

Index of Importance 100 38 22 16 3 ° 100 20 29 4 3 3 
Retail 

Times ranked 17 13 8 2 2k 12 11 8 6 

Rank aggregate 155 52 4o 19 4 ° 84 34 4o 21 2h 2 

Index of Importance 100 34 26 12 3 ° 100 ho 48 25 28 2 
Service 

Times ranked 22 5 4 2 4 ° 17 7? 6 9 2 ° 

Rank aggregate 81 16 13 6 60 22 16 ok 8° 

Index of Importance 100 20 16 7 16 ° 100 36 27 4o 13 te) 
Employees 
1-7 

Times ranked 48 15 14 6 4 ° 34 10 15 9 4 1 

gate 180 46 48 16 13 ° 127 32 48 ok 16 2 

Index of Importance 100 26 27 9 7 ° 100 25 38 19 13 2 
7-40 

Times ranked 51 al 13 13 3 | 36 4 wu 15 4 2 

Rank aggregate 184 70 34 32 6 9 127 43 43 4L 15 4 

Index of Importance 100 38 19 17 3 5 100 34 uM 32 12 3 
40-80 

Times ranked $1 12 10 12 4 4o 9 8 8 3 4 

Rank aggregate 195 35 26 33 10 a2 157 29 25 23 10 10 

Index of Importance 100 18 13 17 5 6 100 19 16 5 6 6 
60-250 

Times ranked 57 25 12 12 4 47 19 9 10 

Rank aggregate 207 Th 37 34 12 3 176 62 26 30 4 ° 

Index of Importance 100 36 18 16 6 4 100 35 15 It 2 ° 


Jyumber of times in each rank multiplied by weight assigned to rank, summed for all ranks. 


2Using the rank aggregate of profit/sales as base of 100, index of importance as profitability ratio is computed as the ratio 
of rank aggregate of other ratios to rank aggregate of profit sales. 


Using the rank aggregate of current ratio as bese of 100, index of importance as solvency is computed as the ratio of rank 


aggregate of current ratio. 


TABLE 29: Percentage of Respondents Indicating Use of Particular Ratios Who Specified "Satisfactory" Ratios, by Industry Classification 


Total Manufacturing Nonmanufacturing _ Wholesale Retail Service 
Percent Percent Percent Percent Percent Percent 
Specifying Specifying Specifying Specifying Specifying - Specifying 
Ratio Number Detail Number Detail Number Detail Number Detail Number Detail Number Detail 
Profit/Net Sales 205 ns 5 T 37 > 59 
Current Assets/Current 

Liabilities 1g2 69 12 TL 80 62 43 65 23 65 wu 57 
Sales/Receivables 128 49 8 45 50 59 26 50 17 53 7 TL 
Cash Plus Receivables/ 

Current Liabilities 126 54 19 53 47 55 23 5T 15 ur 9 67 
Sales/Inventory 121 55 67 55 5k 54 25 48 2k 63 5 4o 
Profit/Net Worth n0 48 62 4g 4g 19 42 19 47 10 60 
Inventory/Net Working 

Capital 85 35 50 38 35 32 19 26 12 25 4 ib) 
Net Worth/Debt 82 4B 56 52 26 38 15 4o 5 ° 6 67 
Profit/Assets 66 36 39 3B 27 25 10 20 10 10 7 43 
Net Worth/Fixed Assets 48 18 34 26 14 ° 8 ° 4 ° 2 ° 
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UTILIZATION OF FINANCIAL RATIOS AND OTHER ANALYTICAL TECHNIQUES BY RESPONDENTS 
TO THE TEMPLE UNIVERSIYY SMALL BUSINESS SURVEY, 1960 


TABLE 30: Percentage of Respondents Indicating Use of Particular Ratios Who Specified "Satisfactory" Ratios, by 
Employment-Size Quartiles 


loyment -Size tiles 


Percent Percent Percent Percent 
Specifying Specifying Specifying Specifying 
Ratio Number Detail Number Detail Number Detail Number Detail 
Profit/Net Sales 38 63 49 51 60 67 55 67 
Current Assets/Current Liabilities 35 66 46 54 54 76 56 TS 
Sales/Receivables 21 62 33 4a 38 ke 35 51 
Cash Plus ‘Receivables/Current 
Liabilities 17 59 32 47 4a & 34 50 
Sales/Inventory 23 65 31 39 37 57 29 59 
Profit/Net Worth 16 50 33 42 30 50 30 50 
Inventory/Net Working Capital 15 47 23 17. 25 4o 22 41 
Net Worth/Debdt 10 50 18 33 25 56 29 4B 
Profit/Assets 14 20 25 18 50 29 
Net Worth/Fixed Assets 15 33 19 21 


TABLE 31: "Satisfactory" Profit to Net Sales Ratios Specified, by Industry Classification and Employment-Size Quartile 


Percentage Responding 


Number Ratio Specified 

industry 
All Companies 278 26.3 27.3 25.9 5.7 7.9 6.8 
Manufacturing 145 18.6 28.3 30.3 9.0 6.2 7.6 
Nonmanufacturing 133 34.6 26.3 21.0 2.3 9.8 6.0 
Wholesale 53 30.2 32.1 30.2 0.0 7.5 0.0 
Retail 54 37.0 25.9 16.7 1.9 9.3 9.3 
Service 26 38.5 15.4 11.5 1-7 15.4 11.5 

Employees 
1-7 66 42.4 21.2 2.1 3.0 12.1 9.1. 
7-40 69 29.0 34.8 26.1 1.4 4,3 4.3 
-80 70 14.3 28.6 31.4 11.4 8.6 5.7 
80-250 70 21.4 25.7 31.4 ‘Th 5.7 8.6 


TABLE 32: "Satisfactory" Current Assets to Current Liabilities Ratios Specified, by Industry Classification and 
Employment-Size Quartiles 


Percentage Responding 


Number Ratio cified 
Industry and Size Respondi Do Not Use Use (No Detail) _ 2-3/1 3/1 Over 3/1 
Industry 
All Companies 272 29.4 22.1 31.2 14.3 2.9 
Manufacturing 143 21.7 21.7 37.8 16.1 2.8 
Nonmanufacturing 129 38.0 22.5 24.0 12.4 3.1 
wholesale 55 21.8 27.3 29.1 16.4 5.5 
Retail 47 §1.1 17.0 21.3 10.6 0.0 
Service 27 48.1 22.2 18.5 74 7 
Employees 
1-7 63 44 19.0 20.6 12.7 3.2 
7-40 69 33.3 30.4 23.2 10.1 2.9 
40-80 69 21.7 18.8 39.1 15.9 4.3 
80-250 70 20.0 20.0 4.0 18.6 1.4 


TABLE 33: "Satisfactory" Sales to Receivables Ratios Specified, by Industry Classification and Employment-Size Quartile 


Percentage Responding 


Number Ratio Specified 
Industry and Size Responding Do Not Use Use (No Detail) Under 5/1 5/1-10/1 Over 10/1 
industry 
All Companies 2k9 48.6 26.5 8.4 7.6 8.8 
Manufacturing 132 40.9 32.6 9.8 6.8 9.8 
Nonmanufacturing 117 57.3 19.7 6.8 8.5 Te? 
Wholesale 47 27.8 8.5 12.8 6.4 
Retail 47 63.8 17.0 6.4 6.4 6.4 
Service 23 69.6 8.7 4.3 4.3 13.0 
1-7 60 65.0 B33 6.7 6.7 8.3 
7-ho 62 46.8 30.6 6.5 8.1 8.1 
40-80 60 36.7 36.7 13.3 6.7 6.7 
80-250 66 47.0 25.8 7.6 7.6 12.1 
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the ratios. This is particularly true of 
the inventory to net working capital ratio, 
where the combination of “working capi- 
tal” and “inventory” would strike a 
responsive chord with most businessmen 
who might have no idea of the technical 
definition of net working capital as the 
excess of current assets over current 
liabilities. Subsequent evidence, which 
will be presented in our discussion of 
“satisfactory” ratios, suggests considera- 
ble confusion in actual application of this 
ratio. Also, as pointed out in an earlier 
section, there is evidence that there is 
little understanding, especially among 
the smaller non-manufacturing firms, of 
such a basic accounting concept as net 
worth and, possibly, assets. This would 
help explain the minor roles assigned to 
the return on investment concepts in 
the preceding section’s review of ratio 
preferences for profit analysis purposes. 


RATIOS SPECIFIED 
“SATISFACTORY” 


In a further attempt to avoid a sim- 
ple check-off of ratios which the respond- 
ents could easily claim they used, 
the businessmen were asked, where they 
had indicated the use of a particular 
ratio, to give for it what they considered 
a “satisfactory” value for their com- 
pany and/or for their industry. The 
question was so worded as to avoid the 
revelation of actual company figures 
which the respondents might prefer to 
keep confidential. It was assumed that 
they would be less likely to venture such 
details if they had not given the par- 
ticular type of analysis some previous 
thought. The results of the tabulation 
of percentage of users who attempted 
to specify “satisfactory” ratios are 
shown in Tables 29 and 30. 

In general, although there is no direct 
rank correlation between the number of 
those using the individual ratios and the 
percentage of this number who were pre- 
pared to specify “satisfactory” ratios, 
the data tend to confirm the analyses of 
the preceding sections. The profit to 
sales and the current ratios continue to 


dominate the list, although there is some 
tendency for profit to sales to drop 
slightly below the current ratio. It may 
be that a number of businessmen were 
sensitive about suggesting profit rela- 
tionships. The few respondents in the 
service industry tended to be the most 
communicative in specifying figures, so 
that the percentages in that area tend 
to be highest of all the industry groups. 
Other than the service firms, however, 
the manufacturing firms were the most 
ready to specify actual ratios. It will 
be recalled that they also accounted for 
the largest number, as well as the larg- 
est percentage of users. Apart from 
the particular influence of the manufac- 
turing firms upon the two upper size 
quartiles, it is difficult to isolate any size 
patterns. 


EVALUATION OF 
“SATISFACTORY” RATIOS 


It was not intended originally to check 
ratio values specified against actual in- 
dustry standards. Subsequently, how- 
ever, it appeared that even a crude re- 
view of actual figures might have some 
validity and value. Tables 31 to 40, in- 
clusively, summarize the ratios specified 
by the indicated users of ratios. These are 
presented with some trepidation, as it 
must be remembered that the individuals 
being interviewed were not asked to re- 
fer to their own financial statements, to 
check any aggregated industry data they 
might have had available, or even to 
check with the bookkeeper or account- 
ant if that person were not on hand for 
the interview. 


There has been no effort to check in- 
dividual questionnaire returns against 
their specific industry standards. As the 
criterion for evaluation, however, the 
range of replies for each ratio has been 
checked against the Dun and Bradstreet 
publication of the “Fourteen Important 
Ratios” for the year 1958, the latest 
available at the time of writing.2 The 


2Roy A. Foulke, Inventories and Business 
Health. Dun and Bradstreet, New York, 
1960, pp. 24-35. 
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procedure has been to determine for each 
ratio, where a comparable ratio was 
available in this publication, the low- 
est lower quartile and the highest 
upper quartile among all the industries 
represented. It should be noted that 
no service industries are represented 
among the Dun and Bradstreet ratio 
studies. The range between the lowest 
lower quartile and the highest upper 
quartile was taken as being a crude 
measure of reasonableness. 


Profit to sales. In the case of the net 
profit to sales ratio, most of the replies 
fell within the “under six percent” cate- 
gory, with relatively few exceeding ten 
percent. (See Table 31.) It should be 
kept in mind that the questionnaire did 
not specify whether profits were to be 
considered “before taxes” or “after 
taxes.” This would permit a very con- 
siderable latitude in the results and 
might well explain some of the very 
high figures. It is interesting, however, 
to note that the retail and, even more so, 
the service industries show more extreme- 
ly high figures than do the manufacturing 
or wholesaling industries. 

All Dun and Bradstreet profit ratios 
are “after taxes.” With this as the base, 
the highest upper quartile figure shown 
in Dun and Bradstreet was 13 percent 
in the drug manufacturing industry. 
Drygoods retailers showed 12 percent, 
and integrated petroleum producers 
showed ten percent. Most industries, 
however, even in their upper quartiles, 
ranged from six percent downwards. 


Current ratio. The current ratios 
specified by respondents as “satisfac- 
tory” fell within the 2-3 to 1 category, 
very few in any industry or size group 
spilling into the over 3 to 1 category. 
(See Table 32.) This suggests consid- 
erable familiarity with the current ratio, 
where the popular rule-of-thumb is con- 
sidered to be 2 to 1. If anything, one 
might almost suspect the responses, since 
none of the answers fell below 2 to 1, 
particularly among some of the service 
industry firms where inventory require- 


ments are negligible and cash flows are 
such as to render high balance sheet 
liquidity less significant than in manu- 
facturing or distribution industries. 


Sales to receivables. The suggested 
ratios of sales to receivables showed a 
wide range, being fairly evenly distributed 
among the tabulated categories. (See 
Table 33.) This result is reasonable in 
view of the very wide differences among 
industries evidenced from the Dun and 
Bradstreet ratios. The highest upper 
quartile turnovers in Dun and Bradstreet 
were about 386 times for packers of 
meats and provisions and wholesalers of 
baked goods, while the lowest lower quar- 
tile figures were four times for whole- 
salers of women’s coats, suits and 
dresses, and five times for wholesalers 
of hosiery and underwear. The only in- 
dustry ratio that was very much out 
of line with the others was a low of less 
than two times for retailers of furniture 
selling primarily on installments. 


Cash plus receivables to current lia- 
bilities and inventory to net working 
capital. The results on the cash plus 
receivable ratio cannot be compared di- 
rectly to the Dun and Bradstreet data. 
However, by derivation from the inven- 
tory to net working capital ratios given 
in Dun and Bradstreet, one can judge the 
meaningfulness of the data given to the 
interviewers on both the cash plus re- 
ceivables to current liabilities and the 
inventory to net working capital ratios. 

The cash plus receivables to current 
liabilities and the inventory to net work- 
ing capital ratios are essentially com- 
plementary within the framework of the 
current assets to current liabilities ratio. 
Assuming that the current assets are 
composed entirely, or almost entirely, of 
cash, receivables and inventory, a one 
to one ratio of cash plus receivables to 
current liabilities leaves the excess of 
current assets over current liabilities (the 
net working capital) equal to inventory. 
Anything greater than a one to one re- 
lationship of cash plus receivables to 
current liabilities means that the inven- 
tory to net working capital ratio is less 
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than one to one. On the other hand, 
a ratio of cash plus receivables to current 
liabilities of less than one to one must 
mean that inventory exceeds net working 
capital. 


It is quite apparent that at no time 
can the cash plus receivables to current 
liabilities ratio exceed the current ratio. 
A current ratio of six to one, with a cash 
plus receivables ratio of five to one would 
permit the inventory to net working 
capital to be one to five. The lowest 
ratio of inventory to net working capi- 
tal among the upper quartiles in Dun and 
Bradstreet was approximately one to 12 
in the wholesale fresh fruit and produce 
business. The next lowest, however, was 
just under one to four in the independent 
retail grocery and meat business. 


On the other hand, the highest ratio 
of inventory to net working capital men- 
tioned among the reported Dun and 
Bradstreet industries was for the lower 
quartile of the airplane parts manufac- 
turing industry — 1.7 to one. Yet there 
was reported among the sample of 
small businesses such figures as one to 
ten and less, as well as some suggesting 
ten to one and 15 to one. 


Similarly, for the cash plus receivables 
to current liabilities, there are as many as 
18 out of 68 recommending between two 
to one and five to one, with three even 
suggesting more than five to one as 
satisfactory. None, in this case, was 
reported at less than one to one. (See 
Tables 34 and 35.) On the whole, the 
reported ratios are too often out of 
any reasonable range, particularly in con- 
nection with the inventory to net work- 
ing capital relationship. The latter is 
obviously much more misunderstood than 
the acid test ratio. Atleast the majority 
of those specifying ratios for the cash 
plus receivables to current liabilities 
fell within the reasonable range of 
1-2/1. 

The impression one gets of confusion 
in this area of working capital analysis 
is heightened upon analyzing individual 
questionnaire returns where, despite the 


existence of inventories, the acid test 
ratio was sometimes cited to be equal 
to the current ratio. In other cases, the 
acid test ratio and inventory to net 
working capital figures were entirely 
incompatible. 


Sales to inventory. The range of sug- 
gested inventory turnovers was quite 
wide. (See Table 36.) However, the 
range of industry standards suggested 
by the Dun and Bradstreet figures amply 
justifies this. The highest upper quar- 
tile figure in Dun and Bradstreet is a 
71 times turnover for meat and poultry 
wholesalers. The next highest is 35 for 
wholesalers of tobacco products and of 
baked goods. The lowest lower quartile 
figure is about 2.5 times for retailers of 
men’s and boys’ clothing and for hard- 
ware retailers. In this sample, the rela- 
tively large proportions of high turnovers 
in wholesaling and manufacturing, and 
the tendency toward lower turnovers in 
retailing are in line with what one might 
anticipate. 


Profit to net worth and profit to assets. 
(See Tables 37 and 38.) The reported 
figures for profit to net worth generally 
fall within a realistic range, only three 
of the 53 businessmen who specified 
ratios suggesting more than 20 percent 
and two falling in the 15 to 20 percent 
range. The highest upper quartile fig- 
ures in Dun and Bradstreet were 22 
percent for drug manufacturers, 19 per- 
cent for electrical contractors, and 18.5 
percent for manufacturers of airplane 
parts. As pointed out previously in 
connection with the profit to sales rela- 
tionship, the probability that many of the 
respondents would give pretax figures 
could account for somewhat high ratios 
on their part as compared with the Dun 
and Bradstreet after-tax figures. 

The same considerations apply to the 
profit to total assets relationship, except 
that the responses should be somewhat 
lower in value than profits to net worth 
because the profits are, of course, 
measured against a larger base. The 
extent of this would depend upon the 
percentage of worth to total assets or, 
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as expressed in the questionnaire, net 
worth to debt. 

Examination of individual returns re- 
vealed several respondents who obviously 
had given little thought to the relation- 
ships among profit to sales, profit to net 
worth, and profit to assets. Thus, one 
manufacturer indicated a higher return 
on sales than on either net worth or total 
assets, although he suggested an inven- 
tory turnover of four to one. Only less 
than one turnover of assets would permit 
a profit on sales almost double that on 
assets. 


Net worth to debt. The response on 
the net worth to debt ratio tended in 
many cases to be much higher than the 
range of industry data in Dun and Brad- 
street would suggest as realistic. The 
highest upper quartiles in Dun and Brad- 
street are about four to one in breweries, 
and a little over three to one in retail 
lumber and building materials. The low- 
est lower quartiles are about one to three 
for dress manufacturers and one to two 
for retailers of men’s furnishings. Eight 
of the businessmen who specified ratios 
recommended worth to debt figures of five 
to one or more, well beyond the top Dun 
and Bradstreet relationships. (See Table 
39.) It is very possible that these peo- 
ple were disregarding trade debts in 
arriving at their unusually high propor- 
tions of net worth. 

Worth to fixed assets. Of the nine 
businessmen who specified worth to fixed 
asset relationships, five suggested fixed 
assets figures in excess of worth. (See 
Table 40.) Among all the Dun and Brad- 
street industries listed, the only case of 
fixed assets exceeding net worth was at 
the lower quartile of the integrated 
petroleum corporations group. Very 
likely, this relationship was misunder- 
stood by the interviewed firms. It is 
quite possible, of course, that some of 
those who apparently specified fixed 
assets to be in excess of net worth ac- 
tually intended the inverse of that, the 
ratio often being stated as “fixed assets 
to net worth.” Thus, what was tallied 
as 0.5 to 1 was intended to be two to one. 


USE OF OTHER RATIOS 


Interviewers were also instructed to 
ask respondents about other ratios not 
appearing on the schedule which might 
possibly be in use. Although relatively 
few of those who indicated use of other 
ratios specified any details, among those 
who did elaborate the dominant theme 
was one of analyses of details of the in- 
come statement. These fall into the 
general category of operating cost analy- 
sis or the so-called “operating ratios.” 
Thus, we find answers such as: “Watches 
cost relationships — materials, labor, 
general and administrative expenses;” 
“relationship of costs and expenses com- 
pared to previous period;” “comparative 
relationship by month and year of gross 
profit to sales;” “labor ratios and ma- 
terial costs to net sales;” “operating ex- 
penses to sales;” “rent, utilities and ad- 
ministration to sales;” “sugar sales to 
gross sales and flour sales to gross 
sales.” “material and direct labor costs 
to overhead and profit;” “direct cost to 
selling price, overhead to direct labor, 
and selling and administrative expenses 
to sales;” “numerous operating expenses 
to sales.” Occasional other relationships 
appear such as, “comparative balance 
sheets, and amount of unfilled contracts 
to amount of liquid working capital;” 
“debts to bank balances;” “working capi- 
tal to total debt;” “fixed assets to fixed 
debt;” “in general, watches cash account 
and inventory.” 

It is probable that the affirmative 
responses would have been quite frequent 
had the questionnaire explicitly asked the 
interviewed businessmen whether they 
analyzed their income statements in de- 
tail, particularly items such as gross 
profits to sales and relationships among 
various costs and sales. As it is, the most 
frequent response to the ratios mentioned 
in the questionnaire was to the one item 
relating strictly to the income statement 
— that is, profit to sales. Further con- 
firmation of interest in this area is sug- 
gested by reference to the fact that, out 
of 279 responding firms, a large group 
indicated that their accountants do cost 
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UTILIZATION OF FINANCIAL RATIOS AND OTHER ANALYTICAL TECHNIQUES BY SMALL BUSINESS RESPONDENTS TO THE TEMPLE UNIVERSITY SURVEY, 1960 


TABLE 38: "Satisfactory" Profit to Total Assets Ratios Specified, by Industry Classification and Employment-Size Quartile 


Percentage Responding 


TABLE 39: "Satisfactory" Net Worth to Debt Ratios Specified, by Industry Classification and Employment-Size Quartile 


66.2 7 7.0 5.8 
Manufacturing 128 56.2 21.1 10.2 8.6 3.9 
Nonmanufacturing u5 TT.4 13.9 3.5 2.6 2.6 
Wholesale 48 68.7 18.7 6.2 2.21 4.2 
Retail 43 88.4 1.6 0.0 0.0 0.0 
Service 2k 75.0 8.3 4.2 8.3 4,2 
“7 5 83.1 8.5 3.4 1.7 3.4 
7-40 61 70.5 19.7 4.9 3.3 1.6 
40-80 56.9 19.0 2.1 8.6 3.4 
80-250 54.7 23.4 7.8 9.4 4.7 


TABLE 40; "Satisfactory" Net Worth to Fixed Assets Ratios Specified, by Industry Classification and 
Employment-Size Quartile 


Percentage Res 
Number Ratio citi 
Industry and Size Responding Do Not Use Use (No Detail Over 1/1 151 -5/1-.75/1 ir .5 


Industry 
All Companies 230 T91 17.1 1.7 1.7 0.0 0.4 
Manufacturing ug Tle 21.0 344 3.4 0.0 0.8 
Nonmanufacturing iu 87.4 12.6 0.0 0.0 0.0 0.0 
Wholesale 45 82.2 17.8 0.0 0.0 0.0 0.0 
Retail 9.5 9.5 0.0 0.0 0.0 0.0 
Service 24 91.7 8.3 0.0 0.0 0.0 0.0 
Employees 
1-7 55 94.5 5-5 0.0 0.0 0.0 0.0 
7-40 61 82.0 18.0 0.0 0.0 0.0 0.0 
40-80 51 70.6 19.6 5.9 3.9 0.0 0.0 
80-250 69.4 24.2 1.6 3.2 0.0 1.6 


TABLE 41: Sources of Norms for Ratio Analysis, by Industry Classification and Employment Size Quartile 


Percentage Responding 


Industry and Size” Number Responding Personal Experience Published Data 
Industry 

All Companies 236 96.2 10.1 
Manufacturing 122 94.3 14.7 


Nonmanufacturing 14 98.2 5.3 


Number Ratio Specified 
Industry and Size Respondi Do Not Use Use (No De Under 6% __6%-10% _10%-15% 15-20% 
n dustry 
All Companies 235 71.9 19.1 3.8 2.5 1.7 0.0 0.8 
Manufacturing 123 68.3 19.5 5.7 2.4 2.4 0.0 1.6 
Nonmanufacturing 12 15-9 18.7 2.8 2.7 0.9 0.0 0.8 
Wholesale 45 71.8 17.8 2.2 2.2 0.0 -0.0 0.0 
Retail uy T7.3 20.5 0.0 2.3 0.0 0.0 0.0 
Service 23 69.6 17.4 4.3 4.3 4.3 0.0 0.0 
Employees 
1-7 56 87.5 10.7 0.0 0.0 1.8 0.0 0.0 
7-40 62 67.7 24.2 3.2 4.8 0.0 0.0 0.0 
40-80 54 66.7 16.7 9.3 3.7 1.9 0.0 1.9 
j 80-250 62 66.1 24.2 3.2 1.6 3.2 0.0 1.6 
Percentage 
Number tio Specifii 
Industry and Size Responding Do Not Use Use (No Detail) Under 0-5/2 
industry 
Wholesale 
Retail uy 9T.7 45 
Service 24 95.8 22.5 
loyees 
53 100.0 1.9 
| 7-40 59 100.0 4.3 
40-80 62 91.9 4.8 
80-250 59 93.2 25.4 
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TADLIE 42: Use of Brenk-Even Point and Cash Budget, vy Industry Clessification 
end Employiient-Size Quartiles, ss Reported by Small Business Respondents 
to the Temple University Survey, 1960 
Total Using Using 1 
Tadustry Tnter- Nonres- Bresk-Even Using Both 
end Size ‘riewed pondents iiumoer Percent Numoer Percent lumber Percent 
indus try 
All Compenies 299 19 101 33.8 52 17.4 26 Sur 
tienufeacturing 353 72 47.1 20.3 22 
onuenufacturing 146 8 29 19.9 21 
Wholesale 58 a2 20.7 8 13.8 0.0 
Retail 56 4 7 12.5 10 17-9 2 3.6 
Service 3 4 10 31.2 3 9.4 2 6.3 
Ennlovees 
1-7 Th 4 10 13.5 9 12.2 ie} 0.0 
7-40 74 5 2k 32.4 10 5.4 
1.0.60 TH 8 32 43.2 14 16.9 10 13.5 
60-250 Th 2 34 45.9 18 2k 3 12 16.2 


Ifnese firms ere also included under the preceding heedings of compenies using 
creak-even point enelysis end cash dudgets. 


analyses for them. This would imply 
that there is substantial interest in the 
details of the income statement. 


NORMS FOR 
“SATISFACTORY” RATIOS 


The previous questions dealing with 
specific financial ratios were followed by 
a number of questions which attempted 
to develop further information on the 
experience of small businessmen with the 
ratio technique. 


The first of these questions dealt with 
the sources of information on ratio data. 
Respondents were asked whether their 
impressions of “satisfactory” or “rea- 
sonable” ratios as previously specified 
came from their own business experience 
or from published industry data. Those 
who answered the latter were asked to 
indicate what source or sources they used 
to obtain such data. 


In substance, this question was an at- 
tempt to determine to what extent small 
businessmen attempted external com- 
parisons with industry norms and to 
what extent they relied solely on com- 
parisons based on historical trends with- 
in their own firms. 


The responses to this question are sum- 
marized in Table 41. 


Only a very small percentage of the 
sampled firms make use of published data 
for the purpose of comparing their ex- 
perience with that of other firms in the 
industry. Of the 24 companies in the 
group that responded affirmatively to this 
aspect of the question, 18 were manu- 
facturing companies, almost all of which, 
in turn, were in the 80-250 employee 
quartile. Almost all of the firms using 
published data obtained them from trade 
association sources, one specified Dun 
and Bradstreet, and several were unpre- 
pared to specify their sources of data. 


USE OF OTHER 
ANALYTICAL TECHNIQUES 


In the final set of questions having to 
do with techniques of financial analysis, 
businessmen were asked about their use 
of techniques other than financial ratios, 
with specific responses requested in con- 
nection with the use of the break-even 
point and the use of cash budget. Table 
42 summarizes the results. 


Break-even charts are used by almost 
twice as many firms as those using cash 
budgeting, the percentages of all inter- 
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viewed firms being, respectively, about 
34 percent and 17 percent. Only about 
nine percent of the interviewed firms 
use both. The manufacturing firms, 
representing the larger firms in the 
group, indicated a much higher incidence 
of use of both techniques than did the 
non-manufacturing businesses. Forty- 
seven percent of manufacturers indicated 
use of the break-even chart and 20 per- 
cent indicated use of the cash budget. 
About 14 percent of them use both tech- 
niques. About 20 percent of the non- 
manufacturing firms indicated use of 
the break-even point and about 14 percent 
reported use of the cash budget. Only 
four firms use both. Ten of the 32 
service industry firms indicated use of 
the break-even point but only three stated 
the cash-budget. Retail firms replying 
indicated slightly more use of cash bud- 
get than of break-even analysis. The size 
sub-groupings show a decided direct re- 
lationship between size and the use of 
these techniques. 


To some extent, it is likely that in all 
groups there were many who answered 
affirmatively despite little technical un- 
derstanding of formal application of the 
techniques. As there was no effort to 
probe this area in depth, no more than 
intuitive reactions can be suggested here. 

There were only 12 firms that specified 
any other form of financial analysis tech- 
nique. These seemed to fall under the 
headings of cost charts, pay-back period 
(a form of capital budgeting), and capi- 
tal budgeting. 


SUMMARY 


Most businessmen use ratio analysis 
to some extent, although much of it is 
probably quite informal. There appears 
to be, even within the present sample of 
small business, a decided size pattern of 
use, larger firms using ratios more fre- 
quently than the smaller firms. 

The most important ratios in use are 
profit to sales and current assets to cur- 
rent liabilities. In general, the other 
listed ratios are used much less frequent- 
ly. Turnovers of inventory and receiva- 


bles are among the more popular of the 
remaining group. As between the acid 
test ratio and inventory to net working 
capital ratio, there is decidedly greater 
use and understanding of the former, 
although it appears evident that their 
appreciation of even the acid test ratio 
requires reinforcement. 


The solvency test of net worth to debt 
is used by surprisingly few firms, even 
in the larger manufacturing group. In 
general, the many unusually conservative 
figures specified by respondents suggest 
either a lack of understanding of the 
ratio, or an unrealistic approach to the 
problem of debt. The worth to fixed 
assets ratio appears to be the least used. 
It is quite apparent that this ratio is 
about as badly misunderstood as inven- 
tory to net working capital, or that there 
was considerable confusion over the order 
of the terms in the requested ratio. 


Return on investment, as measured by 
either profit to net worth or profit to total 
assets, is used much less frequently than 
might have been anticipated. The use of 
profit on total assets is negligible. There 
is also evidence of lack of understanding 
of these concepts and their relationship 
to profit margins and turnovers. 


There is probably considerable interest 
in operating and cost analyses, although 
this could not be accurately gauged as 
there were no specific questions in this 
area of ratios other than the profit to 
sales ratio. 

Such businessmen as ventured to sug- 
gest “satisfactory” ratios usually relied 
on their own business experience. Where 
they referred to published industry 
norms, these were almost invariably those 
of trade associations. On the whole, the 
larger firms were more familiar with 
published industry data, as might be ex- 
pected from the size patterns of trade 
association membership. 


Other techniques of financial analysis 
such as cash budgeting and break-even 
point analysis are not used by most of 
the firms, but where used are more com- 
mon among the larger businesses. Several 
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firms also suggested the use of capital 
budgeting and “cost charts.” 


Various comments noted by interview- 
ers help to round out the picture pro- 
vided by the detailed tabulations. The 
comments range from an indication of 
little or no interest in the area of finan- 
cial analysis to intense interest in learn- 
ing more about the techniques of 
analysis. 


The following comments indicate a 
complete disregard, ignorance, or skepti- 
cism concerning ratios: 


Feels the majority of ratios are vir- 
tually needless or useless. 

Couldn’t understand how questions, 
especially ratios, apply to business. 

One partner mentioned the Grey 
Iron Foundry Society has compiled 
certain ratios for foundries, but the 
firm never felt the need for using 
ratios. 

Highly seasonal and cyclical charac- 
ter of business makes it impossible to 
arrive at concepts of satisfactory 
ratios. 

_ Biggest criticism of financial ratios 
is that they don’t stimulate sales vol- 
ume. 

Thinks ratio analysis is too time- 

consuming for the results. 
_ The president-treasurer of the firm 
is a former accountant. He is aware 
of the various financial ratios, but does 
not feel he has to keep track of them. 

Respondent felt that financial an- 
alysis and use of ratios was necessary 
only in big business. 


The reaction of a number of business- 
men is that financial analysis is, like 
medicine, to be used only when the busi- 
ness is in trobule: 


Ratios are not important to the 
firm so long as a good profit is had. 

The manager is interested in finan- 
cial ratios, but admits he sees little 
use or need for them when revenues 
exceed expenses. 

No need for ratios because firm 
does not encounter any financial dif- 
ficulties. 


Some businessmen assume _ that 
profits take care of themselves if ade- 
quate attention is paid to areas other 
than financial ratios: 

Profitable sales cure everything. 
Financial analysis isn’t too important. 


Production and selling are essen- 
tial. Financial analysis is viewed 
skeptically. 

Sees no pressing need for financial 
analysis of statements. Big problem 
is collecting delinquent account. 


There are, of course, businessmen who 
use an analytical approach, and are in- 
terested in relationships among items in 
the financial statements, following them 
informally without being aware that they 
may be dealing with ratios: 


does not seem well 
acquainted with modern financial 
analysis, yet seems intuitively to be 
doing much the same thing. 


Although the owner pays close at- 
tention to financial relationships, he 
does not think in terms of any definite 
ratios. 

Other businessmen watch ratios very 
closely. Still others are very interested 
in learning more about their use: 


exceptionally well-organized, 
managed and operated business. This 
is evidenced by the over-all use of every 
financial ratio. Growth is extremely 
rapid. 

Accountant relies heavily on a text- 
book which lists 14 important ratios. 
(Presumably Roy A. Foulke’s Practical 
Financial Statement Analysis.) 


Manager appears to have difficulty 
with working capital ... appears 
anxious to learn, through correspond- 
ence, methods of financial analysis. 
Several comments concerning standard 

industry ratios indicated considerable 
skepticism, although the tabulations do 
show a number of firms which use com- 
pilations: 

This firm said trade association sur- 
veys were of little importance because 
of their scope, and because coopera- 
tion was not what it might be. Pro- 
fitable firms were not interested in co- 
operating to help less profitable firms. 
The less profitable firms were very 
interested because they had nothing to 
lose and everything to gain from such 
a survey. ; 

It is hard to compare his operation 
with other wholesale drug firms. Each 
has to operate according to its sales 
experience and according to the line of 
new products being introduced. 


Chapter V 


EDUCATIONAL BACKGROUND AND TRAINING IN 
FINANCE AND ACCOUNTING 


In this section the people responsible 
for financial policy and accounting prac- 
tices in small businesses and their back- 
grounds for business are identified. In 
addition, the businessman’s own reactions 
to the question of need for additional 
training literature and programs in the 
areas of finance and accounting particu- 
larly are also assessed. 


THE SMALL BUSINESS 
MANAGER AND HIS 
ACCOUNTING PERSONNEL 


In an effort to obtain more information 
on the qualifications and training of those 
who manage small businesses, several 
questions were included in the interview 
dealing with the following areas1!: 1. Age 
of the manager; 2. Number of years of 
business experience; 8. Formal business 
education; and 4. Courses in accounting 
and business or corporation finance. 


Parallel questions were also asked of 
accounting personnel when they were 
present during the interview, or when 
the manager was able to provide such 
information. 


Age. Based on the data in Tables 43 
and 44, the median age for managers in 
all group falls in the 50-to-54 year 
interval and that of accounting personnel 
in the 40-to-44 year interval. The age 
distributions, however, vary somewhat by 
industry and by size of firm in patterns 
that are irregular and not amenable to 
easy generalization. 


Experience. Tables 45 and 46 sum- 
marize the number of years of business 
experience of managers and accounting 
personnel. The median experience of 
managers tends to be at the upper end 
of the 20-to-30 year bracket. Manufac- 


1In cases of partnerships, the response of 
only one partner was recorded. 


turing firms’ managers tended to indicate 
longer experience than those of the 
other industry groups, while those in re- 
tailing tended to show the least. Of the 
wholesaling and service groups, the lat- 
ter seem to show a decidedly greater con- 
centration in the upper groups. As a 
matter of fact, if we compare the total 
percentages in the ten-year-and-above 
experience categories, about 97 percent 
of the service industry’s managers are 
included, as compared to 88 percent of 
the manufacturing firms’ managers, 78 
percent of the wholesaling firms’ man- 
agers, and 76 percent of the retailing 
firms’ managers. On the basis of em- 
ployee size quartiles, there is distinct 
indication of a tendency toward fewer 
years of experience in the smallest firms 
in the sample. The difference among 
the upper three quartiles is not pro- 
nounced. 

The experience of accounting person- 
nel is somewhat shorter than that of 
managers, the median for the responding 
firms falling in the ten-to-20 year bracket, 
as compared to the managers’ median of 
20 to 30 years. The industry pattern 
tends to show greater experience among 
the manufacturing firm accounting per- 
sonnel than among the non-manufactur- 
ing firms. Again using ten years or more 
as the criterion, this grouping includes 
about 77 percent of the accounting per- 
sonnel in manufacturing firms, 66 per- 
cent of those in retailing, 63 percent of 
those in wholesaling, and 60 percent of 
those in service in service industry firms. 
As among the managers, the accounting 
personnel in the smallest firms show the 
least length of experience — about 39 
percent having ten years or more. The 
firms with seven or more employees indi- 
cated that their accounting personnel in 
more than 70 percent of the responding 
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EDUCATIONAL BACKGROUND AND TRAINING: FINANCE AND ACCOUNTING REPORTED BY THE 
TEMPLE UNIVERSITY SURVEY SAMPLE OF SMALL BUSINESS, 1960 


TABLE 43: Age of Managers, by Industry Classification and Employment-Size Quartiles 


Number Percentage responding 
Industry and Size Responding Under 25 25-29 30-34 35-39 5-49 50-5 55-59 60-64 Over 65 
industry 
All Companies 290 0.0 1.7 2.1 8.6 13.1 15.9 17.2 16.9 13.4 11.0 
Manufacturing 145 0.0 2.1 0.7 8.3 13.1 13.8 19.3 11.7 14.5 16.5 
Nonmanufacturing 145 0.0 1.4 3.4 9.0 33:1. 379 152 s22 5.5 
Wholesale 58 0.0 1.7 3.4 69 338 155 13: 31.0 10:3 3.5 
Retail 56 0.0 1.8 3.6 Te 14.3 21.4 16.1 21.4 10.7 3.6 
Service 31 0.0 0.0 3.2 16.1 9.7 16.1 16.1 6.5 19.4 12.9 
1-7 Th 0.0 1.4 5.4 8.1 6.8 20.3 33.5 25.7 10.8 8.1 
7-40 7O 0.0 1.4 1.4 8.6 17.1 15.7 ‘1T.1 18.6 12.9 Ta 
40-80 73 0.0 1.4 1.4 8.2 11.0 16.4 20.5 11.0 7.8 12.3 
80-250 70 0.0 2.9 0.0 86 WA i129 17.1 
TABLE 44: Age of Accounting Personnel, by Industry Classification and Employment-Size Quartiles 
Number (Years) 
Industry and Size Responding Under 25 25-29 30-34 35-39 5-49 50-5: 55-59 - Over 65 
industry 
Companies 198 1.5 6.7 9.6 356. 22:2 2356. 10s 8.1 3.5 
Manufacturing 0.0 15.3 20.7 20.8 15.3 10.8 9.0 3.6 
Nonmanufacturing 87 3.4 5.7 22.6 13.8 2h.1 12.6 8.0 9.2 6.9 3.4 
Wholesale 33 6.1 9.1 6.1 15.2 27.3 15.2 9.1 6.1 3.0 3.0 
Retail 34 2.9 2.9 17.6 8.8 20.6 17.6 8.8 59 1.8 2.9 
Service 20 0.0 5.0 15.0 20.0 25.0 0.0 5.0 20.0 5.0 5.0 
Employees 
1-7 35 5.7 8.6 22.9 14.3 1.4 17.1 5.7 ° 9 0.0 
7-40 50 2.0 4.0 6.0 14.0 30.0 12.0 10.0 10.0 6.0 6.0 
-80 50 0.0 6.0 8.0 12.0 20.0 8.0 LO ae 12.0 2.0 
80-250 61 0.0 6.6 38.0 23:0 22:5 6. kag 
TABLE 45: Manager's Years of Experience, by Industry Classification and Employment-Size Quartiles 
Number Percentage Responding (Years) 
Industry and Size Responding Under 2 2-5 5-10 10-20 20-30 Over 30 
Industry 
All Companies 294 1.0 2.4 11.9 16.3 19.7 48.6 
Manufacturing 149 0.7 2.7 8.7 13.4 ed 54.5 
Nonmanufacturing 145 1.4 2.1 15.2 19.3 19.3 42.8 
Wholesale 58 3.5 1.7 17.2 13. 17.2 46.6 
Retail 55 0.0 3.7 20.0 21.8 18 36.4 
Service 32 0.0 0 3.1 25.0 25.0 46.9 
Employees 
1-7 Th 0.0 2.7 18.9 20.3 20.3 37.8 
7-40 3 2.7 1.4 9.6 17.8 17.8 50.7 
-80 3 0.0 0.0 11.0 12.3 17.8 58.9 
80-250 TL 1. 5.6 7.0 35.5 21.1 49.3 
TABLE 46: Accounting Personnel's Years of Experience, by Industry Classification and Employment-Size Quartiles 
Number Percentage Responding (Years) 
Industry and Size Responding Under 2 2-5 5-10 10-20 20-30 Over 30 
Industry 
All Companies 197 41 5.6 19.3 27.4 18.3 25.4 
Manufacturing 3 1.8 3.5 ATT 26.5 19.5 31.0 
Nonmanufacturing 84 Tel 8.3 21.4 28.6 16.7 17.9 
Wholesale 32 9.4 12.5 15.6 S75 21.9 3.1 
Retail 32 6.3 6.3 21.9 28.1 9.4 28.1 
Service 20 5.0 5.0 30.0° 15.0 20.0 25.0 
loyees 
1-7 12.9 16.1 32.3 12.9 12.9 12.9 
7-40 50 4.0 4.0 14.0 36.0 20.0 22.0 
40-80 52 1.9 1.9 23.1 23.2 17.3 32.7 
80-250 62 1.6 4.8 14.5 30.6 21.0 2T.4 
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cases have ten years or more of ex- 
perience. 

Formal education. The results of this 
question were somewhat unsatisfactory 
because of the apparent ambiguity of 
interpretation by both interviewers and 
respondents. The question specified 
“formal business education.” The dis- 
tribution of answers to this and the 
subsequent question, where respondents 
were asked to indicate whether they had 
had courses in “bookkeeping or account- 
ing” and in “business (corporation) 
finance,” suggest that “formal business 
education” was interpreted by many in 
a very broad sense to include any edu- 
cation beyond the elementary school 
level. Others may have interpreted it 
to mean business education in the nar- 
rowest sense of actual attendance at a 
business course at the high school, col- 
lege, or commercial business school level. 
Some of these replies may have been 
included in the group that specified 
“none” according to the tabulation. 

Whatever the limitations, it is apparent 
from Table 47 that the managers of 
manufacturing firms show the highest 
level of education among the industries 
covered, with about 48 percent of the 
respondents reported to be college gradu- 
ates, as compared with 31 percent of the 
wholesale firms’ managers, 28 percent of 
the managers of retail firms, and 24 per- 
cent of the managers of service firms. 
Retail firms reported the highest per- 
centage of managers with no education, 
at least beyond that of elementary 
school. By size of firm, the fewest col- 
lege graduates — about 22 percent of 
the respondents — appear in the 1-7 
employee quartile, the remaining quar- 
tiles showing only a slightly positive 
upward progression ranging from about 
42 percent to 47 percent of the respond- 
ents. Also, the largest proportion in 
the “none” category appears in the 1-7 
employee quartile. Surprisingly, the 
next highest percentage appears in the 
80-250 employee quartile. 

In the case of the analysis of educa- 
tional background of accounting person- 


nel, it was necessary to isolate those 
firms which indicated in a subsequent 
question that they employed either part- 
time or full-time people, when it became 
evident that a number of firms without 
any internal record-keeping employees 
had answered this question. It could only 
be assumed that the latter had been 
describing their outside accountants. 
Tables 48 and 49 summarize the tabula- 
tion of educational attainment of full- 
time accounting personnel and part-time 
accounting personnel for those firms 
which employed such people within the 
firm. 

In general, the percentage of re- 
spondents reported as being college 
graduates or as having some college 
education appear to be approximately 
the same for full-time accounting per- 
sonel as for managers. A breakdown of 
the non-manufacturing firms by industry 
indicates the greatest departures to be 
among the retailing and service firms. 
Full-time employees of retailing firms 
show less college background than the 
managers, while the full-time employees 
of service firms show considerably more 
college background than their employers. 
Analyzed on the basis of size, the 80- 
250 employee quartile shows not only a 
substantially larger proportion of full- 
time accounting personnel but a very 
much higher level of general educational 
attainment. 

As compared with their employers, full- 
time accounting personnel were reported 
also to have had a considerably larger 
attendance at business schools. Here, 
again, retail firm employees show the 
least background. The firms in the 80- 
250 employee quartile reported the least 
reliance upon business school back- 
grounds for their employees. Finally, 
the analysis of those reporting no formal 
education shows the largest percentage 
among the retail full-time accounting 
personnel. There is, in this respect, an 


inverse size progression confirming the 
impression of the highest educational 
attainments among the larger firms. 


The separate analysis of educational 
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EDUCATIONAL BACKGROUND AND TRAINING: FINANCE AND ACCOUNTING REPORTED BY THE 
TEMPLE UNIVERSITY SURVEY SAMPLE OF SMALL BUSINESS, 1960 


TABLE 47: Manager's Formal Education, by Industry Classification and Employment-Size Quartile 


Percentage Completing 


High 
Number High School Some College Business es 
Industry and Size Responding School Graduate College Graduate School None _(No Detail) 
industry 
es 0.8 22.9 1.7 38.7 TL 22.5 6.2 
Manufacturing 124 1.6 8.9 8.9 48.4 8.9 18.5 4.8 
Nonmanufacturing 16 0.0 18.1 14.7 28.4 ee 26.7 7.8 
48 0.0 25.0 12.5 31.3 +2 25.0 2.1 
Retail 47 0.0 8.5 10.6 27.7 4.3 34.0 14.9, 
Service a 0.0 19.9 28.6 23.8 9.5 14.3 4.8 
Epigrecs 6 0.0 15.0 16.7 21.7 6.7 31.7 8.3 
THO 59 2.7 16.9 8.5 42.4 5.1 20.3 $.1 
40-80 58 1.7 13.8 R21 44.8 10.3 2.21 5.2 
80-250 =) 0.0 6.7 10.0 46.7 6.7 25.0 x 


TABLE 48: Full-Time Accounting Personnel's Formal Education, by Industry Classification and Exployment-Size Quartile 


Percentage completing 
Bone. High 
umber High School Some College Business Yes 
Industry and Size Re Schoo: uate Co: te None No 1 
Industry 
All Companies 116 0.9 10.3 2.1 22.4 1.7 
Manufacturing Tl 0.0 T.0 12.7 47.9 22.5 9.9 0.0 
Nonmanufacti 45 2.2 15.6 R21 22.2 13.3 
Wholesale 20 0.0 20.0 10.0 30.0 35.0 0.0 5.0 
Retail 16 6.3 18.7 5.3 18.7 6.3 37.5 6.3 
Service 9 0.0 0.0 22.2 55.6 22.2 0.0 0.0 
1-7 16 0.0 25.0 6.3 31.3 12.5 18.7 6.3 
Tho 27 3.7 Th 14.8 29.6 29.6 1.1 3.7 
27 0.0 14.8 29.6 33.3 
80-250 45 0.0 6.7 8.9 6.0 15.5 8.9 0.0 


TABLE 49: Part-Time Accounting Personnel's Formal Education, by Industry Classification and Employment-Size Quartile 


Fencentage Completing 
Some High 
Number High School Some College Business Yes 
Industry and Size School Graduate Co: Graduate School None No 
ustry 
All Companies 38 0.0 2.6 2.6 84.2 2.6 2.6 5.3 
Manufacturing 16 0.0 0.0 6.3 87.5 0.0 0.0 6.3 
Nonmanufacturing 22 0.0 0.0 61.8 4, 4.5 4.5 
Wholesale 7 0.0 0.0 0.0 85.7 14.3 0.0 0.0 
Retail 9 0.0 0.0 0.0 
Service 6 0.0 0.0 0.0 100.0 0.0 0.Q 0.0 
1-7 2 0.0 1.2 0.0 88.9 0.0 0.0 0.0 
7-40 2! 0.0 0.0 0.0 78.6 TL TL TL 
80 8 0.0 0.0 0.0 87.5 0.0 0.0 12.5 
80-250 6 0.0 0.0 16.7 83.3 0 0.0 0.0 
TABLE 50: Manager's Training in Accounting and Finance, by Industry Classification and Employment-Size Quartile 
Percentage Having Training 
Industry and Size Number Responding Accounting and Finance Accounting Only Finance Only Neither 
Industry 
ALL Companies 290 42.4 16. 1.4 39.2 
Manufacturing 17 39.5 18. 2.1 40.2 
Bonmanufact uring 143 45.4 15.4 0.7 38.5 
Wholesale 58 41k 17.2 1.7 39.7 
53 52.8 9.4 0.0 37-T 
Service 32 40.6 21.9. 0.0 37.5 
loyees 
72 18.1 14 
7-40 T2 43.1 13.9 1.4 1.7 
40-80 % 40.5 14.9 14 43.2 
80-250 @ 40.6 21.7 14 36.2 
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TABLE Sl: Full-Time Accounting Personnel's Training in Accounting and Finance, by Industry Classification and 
Fuploynent-Size Quartile 


Pere: Tiev: Tre in 
Yumber counting count ing nce 
Indus: and Size Responding ani “nance Only Only Teither 
Indust 
‘ompanies 13) 33.8 29.3 1.5 35.3 
Manufacturing oh 38.1 26.2 1.2 34.5 
4g 26.5 34.7 2.0 36.7 
Wholesale 20 40.0 35.0 0.0 25.0 
Retail 19 10.5 31.6 5.3 2.6 
Service 10 30.0 40.0 0.0 30.0 
Empl 
~ 16 37.5 25.0 0.0 37.5 
6-40 30 26.7 36.7 6.7 30.0 
40-00 35 25.7 34.3 0.0 40.0 
€0-250 51 43.2 21.6 0.0 35-3 


Table 52: Part-Time Accouting Personnel's Treining in Accounting end Finance, by Industry Classification and 
Enploynent-Size Quartiles 


Percentage lieving Training 
Yunber Accounting, count ing e 


Zhdustry ond Size and Finance Only Only Teither 
indust: 
Bil Companies 47 29.8 10.6 ° 59.6 
Manufect wing 20 20.0 15.0 ° 65.0 
27 37.0 Toh ° 55.6 
¥holesele 9 55.6 0.0 
Reteil 45.4 9.1 45.4 
Service 7 0.0 14.3 ° 85.7 
loyees 
1-7 10 30.0 10. ° 60.0 
6-40 18 50.0 5.6 
10 20.0 20.0 60.0 
60-250 8 0.0 12.5 


53: Treining in Accounting of ianagers, Full-Tine ani Tert-Time Accounting Personnel, by Industry Classification 


end Exploynant-Size Quartile 


Percentage, Group, Accounting? 
«ccount. rs onne 


Industry and Size Pull-Tine ime 
ust 
AL Caapanies 59.3 63.1 40.4 
Nonufecturing 57-9 35.0 
60.6 61.2 
Wholesale 58.6 75.0 55.6 
Reteil @.2 42.2 5h 
Service &.5 7.0 14.3 
Frnployees 
1-7 @.5 40.0 
8-40 57.0 63.4 
40.00 60.0 
60-250 &.3 64.7 2.5 


1Derived from Tebles 50, 51, ani 52, by adding colum "Both Acceunting and Finance” to column “Accounting Only.” 


TABLE 54: Training in Minence of Managers, Full-Time ani Pert-Time Accounting Personnel, vy Industry Classification 
and Fmployment-Size Quartile 


Percentare, by Sroun, Tinancel 
counting Personne 


onne 
In‘ustry Size lenevers 
Indust: 
Caapenies 42.5 35.3 29.8 
Honutecturing 421.3 39.3 20.0 
46.2 23.5 37.0 
Wholesele 43.1 40.0 5.6 
Retail 2.0 15.5 omy 
Service 40.6 30.0 0.0 
Exnloyees 
1-7 45.5 37-5 30.0 
44.5 33.4 50.0 
41.9 25.7 20.0 
£0-250 42.0 43.1 0.0 


L.Derived fran Tables 50, 51, ani by odding coluum "Both Accounting and Finance" to column "Finance Only." 
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attainment among part-time accounting 
personnel covers a very few responding 
firms. With the exception of retailing 
and service firms, about 80 percent in 
the various industry and size groups 
employ college graduates. Service firm 
personnel were above the average, and 
retail personnel below the average. On 
the whole, the few part-time accounting 
personnel tended to show much higher 
general educational attainment than 
either managers or full-time accounting 
employees. 


Accounting and finance courses. In 
order to obtain greater detail about the 
incidence of formal education in the 
specific areas of interest to this study, 
interviewers were directed to record 
whether the managers and their ac- 
counting personnel had taken course 
work in business finance and in account- 
ing or bookkeeping. The responses are 
summarized in Tables 50, 51, and 52. In 
general, it would appear that although 
a slightly larger percentage of managers 
than the full-time accounting employees 
have not taken courses in either area, 
they have combined studies in both areas 
more frequently. Part-time accounting 
personnel showed the least specific train- 
ing in either accounting or business 
finance, despite their apparently high 
level of general educational attainment. 

In all cases, where only one of the 
areas had been studied, it was pre- 
deminantly in accounting or bookkeep- 
ing. In all cases, except among retailing 
firms, full-time accounting personnel 
reported at least an equal or higher 
percentage of respondents than among 
managers having taken bookkeeping or 
accounting courses. Again, in all cases 
except in retailing, the smallest per- 
centage of respondents having taken 
accounting or bookkeeping courses was 
indicated to be among part-time account- 
ing personnel. The part-time personnel 
in wholesale and retail firms were re- 
ported as having more frequently had 
an accounting course than other part- 
time accounting personnel. This is also 


reflected in the 7-40 employee size quar- 
tile. 


Business finance courses were less fre- 
quent than accounting or bookkeeping 
among all groups. Almost invariably, 
managers show the greatest incidence of 
affirmative response in this area. Only 
in the 80-250 employee quartile does one 
find full-time accounting personnel with 
at least as high a percentage having 
taken finance courses as was true of 
managers. Industry-wise, as was true 
for accounting courses, the highest per- 
centages of affirmative response among 
full-time accounting personnel are found 
among the wholesale and manufacturing 
firms, with the least among retail firms. 
Part-time accounting personnel in whole- 
sale and retail firms reported the larg- 
est incidence of business finance courses 
taken among all industry groups with 
part-time personnel, this being reflected 
in the 7-40 employee quartile. 

Quite apart from any direct compari- 
sons among groups, the outstanding fact 
is that fully one-third of all people em- 
ployed among the sampled firms as full- 
time bookkeepers were reported as hav- 
ing had neither a course in bookkeeping 
nor accounting nor finance. It is much 
less surprising, of course, to find that the 
majority of them have not gone beyond 
a bookkeeping or accounting course to 
study the problems of business finance. 
Obviously, many of those reporting high 
levels of educational attainment, pre- 
sumably “formal business education,” 
have had little specific preparation in 
these critical areas. 


Other educational and training experi- 
ences. One of the objectives of the sur- 
vey was to obtain information about the 
kinds of educational and training oppor- 
tunities which are available to the small 
businessman and the extent to which he 
makes use of them. Such opportunities 
are made available primarily through 
training courses and workshops spon- 
sored or cosponsored by trade associa- 
tions, the Small Business Administration, 
large corporate customers and suppliers. 
In addition to this, there are occasional 
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institutes and conferences as well as a 
growing body of educational literature 
in the form of trade, professional, and 
general business journals. 

The first question in this series dealt 
with courses and workshops offered or 
publicized by the Small Business Ad- 
ministration and trade associations. The 
results of this question are perhaps more 
negative than might have been expected. 
Of the 297 managers who answered this 
question, approximately 88 percent (261 
managers) answered that they had never 
taken courses sponsored by such agen- 
cies. Of the 36 who answered affirma- 
tively, 33 indicated that they had taken 
courses sponsored by their trade asso- 
ciations. 

Typical of these respondents was one 
manufacturer of millwork products who 
employed 40 workers. He stated that 
he had taken a correspondence course 
in millwork estimating and cost prob- 
lems. A manufacturer of paints and 
varnishes employing 95 workers had at- 
tended a year-long course in paint tech- 
nology and retail selling offered by a 
national association. A printer and 
lithographer had attended a course in 
estimation and production offered by the 
National Association of Photo-Litho- 
graphers. Still another, a manufacturer 
of insecticides, cited attendance at a series 
of regional conferences held periodically 
by his national association at local col- 
leges and universities. Only three of the 
respondents indicated that they had 
attended courses cosponsored by the 
Small Business Administration. Two of 
these, manufacturers located in the 
Pittsburgh area, stated that they had 
attended a business forum conducted by 
an association of smaller manufacturers. 


TRADE SPONSORED 
COURSES 


The second question in the series dealt 
with courses offered by trade suppliers 
or other agencies. Of the 297 managers 
answering this question, 24 indicated 
that they had attended courses or work- 
shops run by suppliers. Nineteen indi- 


cated attendance at courses sponsored 
by organizations other than those in the 
above categories. The remaining 254 
managers (approximately 86 percent) 
answered negatively. 

Of those who had attended trade sup- 
plier sponsored courses, the majority 
were wholesalers or manufacturers in in- 
dustries dominated by large corporate 
suppliers. For example, an auto parts 
wholesaler had attended a course run by 
General Motors in merchandising. A 
wholesale rubber distributor had had a 
three-week course offered by Goodyear. 
A textile manufacturer had attended a 
course in technology and utilization of 
synthetic fibers offered by Du Pont. Of 
those who had attended courses spon- 
sored by other organizations, one apparel 
manufacturer stated that he had attended 
a seminar in quality control sponsored 
by his employee’s union. A wholesale 
hosiery jobber indicated that he had at- 
tended a Dale Carnegie course on his own 
initiative. A commercial printer in the 
Pittsburgh area indicated attendance at 
a Society for the Advancement of Man- 
agement course. 


A parallel set of questions was directed 
at accountants. The experience with this 
group was almost identical with that of 
the managers. Less than ten percent of 
the respondents had attended courses 
sponsored by trade associations, sup- 
pliers or the Small Business Administra- 
tion. On the whole, there was little dif- 
ference in the experiences of managers 
and accountants as between the manu- 
facturing and non-manufacturing groups. 


KNOWLEDGE OF 
AVAILABILITY OF COURSES 


The interviewers were instructed to ask 
all those who had never attended any 
outside training courses under any aus- 
pices, whether or not they knew about 
the availability of such workshops and 
courses. Of the 262 persons (both man- 
agers and accountants) who answered 
this question, about 38 percent said that 
they had heard of such courses for execu- 
tives and about 27 percent said that they 


46 EDUCATIONAL BACKGROUND AND TRAINING IN FINANCE AND ACCOUNTING 


were aware of the existence of such pro- 
grams for the accountants. It would 
appear, therefore, that the majority of 
the small businessmen in the sample who 
had not attended outside courses did not 
know of their existence. 


There may be some reason to suspect 
the accuracy of this response since there 
may have been many who responded in 
this fashion who did not wish to admit 
to the interviewer that they had known 
about the availability of courses but had 
not taken the initiative to enroll in one 
or more of them. It is also quite likely 
that many who had received literature 
publicizing such courses had simply not 
been sufficiently interested to examine the 
details and after perfunctory examina- 
tion had thrown the materials away. 
Consequently, they may have been in- 
formed but did not remember enough to 
recall specific courses. Under any cir- 
cumstances, it does seem that the exist- 
ence and availability of courses, work- 
shops and other outside training oppor- 
tunities has not made a major impact on 
the small businessmen in our survey 
sample.2 


Those who answered the above ques- 
tion affirmatively were asked by the in- 
terviewers why, if they knew about the 
existence of such opportunities, they had 
not taken advantage of them. More than 
50 percent indicated lack of time to be 
the reason. Beyond that, the answers 


2Mr. Harvey Stackman, Director of Man- 
agement Services, Temple University, sub- 
mitted the following statement based on his 
experience as coordinator of course work in 
the area of small business administration. 

“During the 1954-60 period immediately pre- 
ceding this survey, the colleges and univer- 
sities of the Commonwealth of Pennsylvania 
offered more than 25 short courses especially 
for managers of small businesses. All were 
widely publicized and it would be a safe as- 
sumption that each small business manager 
surveyed had received at least one piece of 
direct mail promoting a course dealing with 
his problems. That this promotion did reach 
small businessmen is indicated by attendance 
at a 1953 special course for owners and man- 
agers of small business offered by Temple 
University at which 180 businessmen regis- 
tered. These were distributed 43 percent 
from manufacturing and 57 percent from non- 
manufacturing establishments. These same 
proportions held approximately the same for 
subsequent courses offered during the follow- 
ing six years to meet the needs of the owners 
and managers of small business.” 


were spread among such reactions as 
“not needed,” “of no value,” “no inter- 
est” and “too expensive.” 


OTHER EMPLOYEE 
TRAINING 


' Finally, a question was posed as to 
whether any other persons in the busi- 
ness had taken training courses or work- 
shops such as those mentioned in the 
previous questions. The results of the 
question were consistent with those of 
the previous ones. Of the 285 respond- 
ents who answered the question, 225 or 
about 78 percent indicated that no other 
persons in the organization had taken or 
were taking outside training courses. 
Nine respondents indicated that courses 
had been taken but provided no details. 
Twenty-two stated that members of their 
organization had taken courses in per- 
sonnel, human relations or some other 
related area. Twenty-seven stated that 
others in the organization had taken out- 
side courses of a technical nature. 

For the most part, small manufactur- 
ers specified courses in technical areas re- 
lated to production, quality control or 
cost control, while retailers and whole- 
salers specified courses in such areas as 
merchandising, salesmanship or purchas- 
ing. Six mentioned courses in general 
business. Of the 64 organizations an- 
swering affirmatively, 45 were in manu- 
facturing and 19 were in retailing, 
wholesaling or service. 


Once again it is apparent that most 
of the training activity taking place in 
the firms in this sample was confined to 
the larger manufacturing concerns. Ex- 
amination of the non-manufacturing 
group showed that most of the firms 
answering affirmatively were the larger 
firms. 


LITERATURE RECEIVED 


The final question in this part of the 
interview dealt with the utilization of 
business literature. Respondents were 
asked to list by title and publisher the 
principal publications which the firm re- 
ceived and made regular use of. [Illus- 
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trations were suggested by the inter- 
viewer, including those giving financial 
data showing industry trends typical 
income and expense items, ratios, etc. 
These particular illustrations, it was 
hoped, would serve to introduce the sub- 
ject of ratio analysis and perhaps help 
recall to the respondent his own firm’s 
practices in this area. In addition to the 
listing by title and publisher, the respond- 
ent was asked to give his opinion of 
the value of each of the publications to 
his firm in the conduct of its business. 


There were a total of 285 responses 
to this question. Thirty-two of these 
firms indicated that they received no 
business educational literature of any 
sort. Twenty-three of these were non- 
manufacturing firms, mostly in the 
smaller size group. 


Of the 285 firms who did answer the 
question, 104 or about 87 percent, indi- 
cated that they received only one such 
publication; 75 or about 27 percent in- 
dicated receipt of two publications; 67 
or about 24 percent stated that they re- 
ceived three publications; and seven or 
about three percent of the sample listed 
four or more publications received. 


As might be expected, the incidence of 
general business publications was great- 
est throughout the sample. One of such 
publications as the Wall Street Journal, 
Business Week, The Journal of Finance, 
Forbes, Dun’s Review, Barrons, Fortune, 
The Kiplinger Letter, and Nation’s Busi- 
ness were listed by a large number of 
respondents. In addition to general 
business literature there were frequently 
one or more trade journals such as 
Women’s Wear, Men’s Wear, Textile 
World, Daily News Record, or Corset 
Review in the textile and garment in- 
dustries, or Iron Age, Foundry or Archi- 
tecturectural Metals in the iron and steel 
industries, and miscellaneous others such 
as Kitchen Business, Air Conditioning, 
and Pest Control. 


Occasionally a publication with appar- 
ent application to problems of financial 
management was to be found. Several 


commercial printers, for example, listed 
Ratios for Better Printing Management 
published by the Printing Industry of 
America. In the main, however, few of 
the publications listed were of the sort 
which would permit regular financial 
comparisons between industry-wide aver- 
ages and individual firms. 


The other aspect of the question on 
business literature was a qualitative 
one. How useful does the small busi- 
nessman regard the publications which 
he receives? In an attempt to get at 
this dimension, each respondent was 
asked to rate each publication he re- 
ceived in terms of his opinion of its 
value. 


Opinion was fairly evenly divided 
among those who felt that published ma- 
terials were very useful and those who 
felt they were of some use, with a sub- 
stantial number of responses in the 
“little value” category. There appears to 
be some tendency for smaller firms to 
rate business literature of less value to 
them in the conduct of their business 
than is true of the larger firms. There 
also appears to be a tendency to rate 
most highly the more specialized trade 
and technical literature. 


Although it is difficult to find this ex- 
plicitly bought out, review of the ques- 
tionnaires received leaves one with the 
impression that much of the published 
literature is too generalized in nature, 
and that much of it is probably read 
superficially or ignored entirely. 


RECOMMENDATIONS FOR 
ADDITIONAL COURSES AND 
EDUCATIONAL MATERIALS 


The final series of questions in the 
survey attempted to elicit from the busi- 
nessmen in the survey sample their 
recommendations and suggestions about 
the kinds of training courses, and educa- 
tional publications which would be help- 
ful to them in dealing with the financial 


8As one respondent reported, “A stack of 
materials comes in—almost all of them are 
thrown in the wastebasket.” 
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problems of firms such as theirs in their 
particular industries. 


Clinics and courses. The reaction to 
the request for recommendations con- 
cerning possible coursework or clinics 
which might be developed for the benefit 
of small business was, on the whole, very 
negative. About two-thirds of the manu- 
facturers, and between about 70 and 80 
percent of the wholesale, retail and 
service industry firms either failed to 
respond or came out with clear-cut nega- 
tive responses. 


The reasons for the negative an- 
swers ranged from complete lack of 
interest to lack of time. One reaction 
was that basic intelligence is all that 
is necessary. Several suggested that 
experience, or hard knocks were the 
only teachers. One remarked: “I argue 
with my boy who is a student at Penn 
about the things in books that don’t 
apply in business. Courses are unrealis- 
tic. The leaders day-dream.” Others 
felt it was enough to be able to rely 
on their outside accountant or to get 
advice from their banks. 


In a number of cases, the desirability 
of courses was not denied, but the re- 
spondents were able to cite the existence 
of courses or workshops already offered 
by their trade associations, or indicated 
that they were satisfied that existing 
college course offerings could fill any 
needs. 


Where respondents did reply in the 
affirmative, the emphasis was largely 
upon courses or workshops with special 
application to the problems of their own 
types of business. Among the manu- 
facturing firms, the respondents were 
very interested in specialized industry 
accounting and finance course offerings, 
as well as in more general managerial 
accounting and business finance courses. 
Several stressed the need for cost ac- 
counting, while others emphasized sales 
analysis, cash budgeting, ratio analysis, 
and credit analysis. Among the manu- 
facturers, areas of study other than 
financial that were mentioned included 


labor problems, wage and hour regula- 
tion, economic forecasting, government 
contracts, and business ethics. 


The few wholesale firms that responded 
seemed to place much stress upon inven- 
tory management, purchasing and sales. 
One indicated the desirability of provid- 
ing bookkeeping training for small 
business, and several others expressed 
the need for training in financial analy- 
sis as applied to their own industry. 
Several of the retailers were obviously 
struck with the idea of learning about 
ratio analysis. A few respondents ad- 
mitted the need for them to learn simple 
bookkeeping. Several stressed the need 
to learn more about pricing and inven- 
tory, and wanted to learn more about 
merchandising and buying. Only a few 
of the service industry firms were in- 
terested in courses in finance. Several 
stressed specific vocational courses for 
employee training. 


Educational bulletins or monographs. 
Opinion was very evenly divided among 
all the firms on the question of whether 
or not an educational bulletin or mono- 
graph dealing with financial analysis for 
firms such as the respondent’s would be 
helpful. Those who answered affirma- 
tively were asked to make specific recom- 
mendation as to the sort of materials 
they would like to see included in such 
a publication. 


Judging from the recommendations 
made, one of the by-products of these 
interviews has been to stimulate inter- 
est in the use of ratio analysis. Firms 
in each of the principal industries repre- 
sented in the sample felt that a bulletin 
providing them with financial ratios for 
their particular industries would be quite 
helpful. 

In addition to the subject of ratios, 
many respondents expressed interest in 
published materials on tax problems, on 
sources of credit for small businessmen, 
on negotiating contracts with the gov- 
ernment, on typical costs for different 
types of operations in their industries, 
and on economic analysis and industrial 
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‘trends. In addition, there were a number 


of recommendations for bulletins or 
monographs on technical aspects of 
small business operation including mer- 
chandising, inventory control, and pur- 
chasing. 

A transcript of the responses to the 
questions requesting recommendations 
for courses and for bulletins, classified 
by industry, has been included in 
Appendix C. 


SUMMARY 


The general level of formal educa- 
tional attainment varies greatly among 
small businessmen and their accounting 
personnel. One is struck both by the 
numbers who have completed college 
and by the numbers who have not even 
entered high school. On the whole, one 
seems to find the highest levels of formal 
educational attainment among the manu- 
facturing firms, which are also the larg- 
est firms in the sample. Retail personnel, 
on the other hand, tend toward the lowest 
levels of schooling, these being among 
the smaller firms in the sample. Gener- 
ally, the part-time accounting personnel 
show much more general education and 
less specific training than either man- 
agers or full-time bookkeepers. Many 
of the latter obtained their final educa- 
tion at commercial business schools. 


In checking upon the specific training 
of managers and accounting personnel in 
the areas of accounting or bookkeeping 
and in business finance, it is found that 
management is more well-rounded in this 
respect than accounting employees, tend- 
ing much more frequently to have had 
course work in both areas. The only 
exception is to be found among the full- 


time accounting personnel in the larger 
manufacturing firms. 

Accounting personnel tend somewhat 
more to limit their background only to 
the necessary bookkeeping. Even here, 
the surprising result appears that 35 
percent to 40 percent of the full-time 
accounting personnel in all size groups 
have never had a formal course in book- 
keeping or accounting. The training of 
part-time bookkeepers in either business 
finance or bookkeeping is substantially 
less. 

Beyond formal schooling or special 
training in bookkeeping and business 
finance, the small businessmen and their 
employees have not, with only minor 
exceptions, attended nor even been con- 
sciously aware of the existence of special 
courses, clinics, or workshops. Very 
little of the literature that reaches the 
small businessman has specific applica- 
tion to his problems of financial man- 
agement. On the whole, smaller busi- 
nesses have little appreciation for the 
more general types of business publica- 
tions and prefer specialized literature 
which provides answers to their immedi- 
ate problems. 

Small businessmen are not generally 
eager to have courses or workshops set 
up for them. Somewhat more interest 
was evidenced in bulletins or mono- 
graphs, particularly if they would pro- 
vide specific information on the re- 
spondents’ own industries. One of the 
by-products of this questionnaire appears, 
in fact, to have been to arouse interest 
among many of the businessmen in the 
possibilities of financial ratio analysis 
and, especially, to have created some 
curiosity about standard industry ratios. 
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Chapter VI 
CONCLUSIONS 
Part | 


2 THE businesses included in this 
survey represent, in a sense, a transition 
between that very large mass of very 
small businesses where financial record 
maintenance is almost non-existent (see 
p. 2) and the relatively small number 
of businesses that can afford, or recognize 
the need for a full-time bookkeeper or 
accounting department. (See Table 11.) 

In lieu of the full-time bookkeeper, 
the manager-owner or part-time book- 
keeper maintains the necessary records, 
usually relying upon an outside account- 
ant to set up the books and periodically 
prepare financial statements. Even where 
full-time bookkeepers are used the 
smaller firms, especially, rely to a great 
extent upon outside accountants. (See 
Table 12.) 

2. Although there were certainly 
many among the managers and book- 
keeping employees of the sampled firms 
who had a sound background in account- 
ing or bookkeeping, there is substantial 
evidence of a rather low level of tech- 
nical knowledge and understanding of 
accounting statements, especially among 
the smaller firms. (See Table 5.) A 
surprisingly large percentage of those 
described as full-time bookkeepers have 
never had a formal course in bookkeep- 
ing, even those employed by the largest 
firms in the sample. (See Tables 51 and 
53.) 

Under the circumstances, one could not 
expect a high degree of sophistication 
in financial analysis. Almost invariably, 
as one compares the smallest firms in 
the sample (primarily retail and service 
industry firms) with the larger ones 
(primarily manufacturing and, to some 
extent, wholesaling firms), one is struck 
with the greater use and understanding 
of techniques of financial analysis among 
the latter. (See Tables 27 and 42, 


especially.) Even among the larger firms 
in the sample, however, there are many 
with weak technical backgrounds in the 
use and comprehension of accounting 
data. 

38. There appears to be less outside 
help utilized by management in the area 
of financial analysis and counseling than 
one might have expected. This is es- 
pecially true of the smallest firms in the 
sample. (See Tables 14 and 15.) Most 
help probably comes from outside ac- 
countants, but very little help appears 
to have come from trade suppliers or 
banks. In the great majority of cases, 
suppliers of the sample firms do not re- 
quest customers’ financial statements, at 
least directly. (See Table 17.) When 
they do, it is mostly those of wholesaling 
and manufacturing firms. 

Since a large percentage of the firms 
in the sample do not ordinarily have 
recourse to banks or other lending in- 
stitutions, this potential source of aid 
is eliminated for such firms. This seems 
to be particularly true of retail firms, 
service firms, and the smaller manufac- 
turing firms. (See Table 19.) Even 
here, not as many as half of the firms 
having recourse to lending institutions 
mentioned receiving specific help based 
on their financial statements. In gen- 
eral, the smallest firms having the least 
background in the technical aspects of 
financial management have the least 
access to help. 

To a great extent, it may be assumed 
that the replies of the sampled firms 
reflect a greater passivity among the 
managers of smaller firms in seeking aid. 
One might speculate, for example, that 
advice might be forthcoming from sup- 
pliers and banks if actively sought. 

4. One important source of potential 
information and help in many industries 


| 
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is the trade association. Many associa- 
tions provide a variety of aids in the 
area of financial management. Again, 
however, it is the larger firms that be- 
long to such associations and, typically, 
make use of their available services. 
(See Tables 10 and 41.) 


5. One cannot help feeling that even 
among the small businesses sampled 
in the survey, which are probably among 
the larger and more well-established 
small businesses in the country, that a 
very large proportion are “seat of the 
pants” operations, where the checkbook 
balance and on-the-spot observation of 
inventories and operations are the prin- 
cipal guides. Financial statements are 
probably prepared primarily to satisfy 
government and, sometimes, to meet the 
requirements of creditors. They are not 
management tools. 


It cannot be affirmed that the sam- 
pled firms are unsuccessful as a conse- 
quence, if success is to be measured in 
terms of survival. Most of the busi- 
nesses in this sample have overcome the 
worst hurdle, that of surviving the initial 
years. (See Tables 8 and 48 to 46.) 


Since there has been no attempt in 
the study to elicit profit information from 
the interviewed businesses, it is impos- 
sible to judge their relative degree of 
success. One might ask, however, 
whether they would have done better 
had they maintained more adequate 
records and utilized them as manage- 
ment tools. The attitude of many busi- 
nessmen is, however, that analysis in 
the form of ratios or other formal tech- 
niques is a waste of time as long as 
income exceeds outgo. 


6. Although a very large proportion 
of the businessmen showed no positive 
interest in special measures to aid them 
through courses, workshops, clinics, or 
educational bulletins, the remainder rep- 
resents a considerable potential of es- 
tablished businessmen who are anxious 
for such help. (See pp. 47-49 and Appen- 
dix C.) 


7. The specific forms which aid to 


small businessmen should take cannot 
be detailed here. It is very apparent, 
however, that businessmen and many of 
their accounting personnel need basic 
training in the interpretation of finan- 
cial statements. This should be oriented 
as directly as possible to specify indus- 
try problems. Such literature has proba- 
bly already been developed by a number 
of trade associations and governmental 
organizations. The development of uni- 
form accounting manuals in many indus- 
tries might well provide a base from 
which to work. 


The publication and dissemination of 
specific industry financial data, particu- 
larly if it includes the experience of small 
firms so as to make it appropriate for 
and realistic to the small businessman, 
would stimulate self-analysis and sharpen 
the businessman’s appreciation of finan- 
cial data as management tools. A di- 
lemma exists here, to the extent that 
inadequate record keeping in small busi- 
ness limits the statistical significance of 
aggregates. One could accept this limi- 
tation on the grounds that the data are 
to be used more as bases for discussion 
or self-appraisal rather than as absolute 
criteria of what is “right” or “represen- 
tative.” 

8. Existing industry organizations 
such as trade associations have been do- 
ing this type of work; their experience 
should be utilized. It is important, how- 
ever, to keep in mind that they have not, 
in many cases, reached the very business- 
men who need help the most. 

Some further efforts must be devoted 
to the problem of communication to the 
small businessman who is not a member 
of trade associations. It is very proba- 
ble, in fact, that much work remains to 
be done among the smaller members of 
many trade associations who are not 
participating in their industry programs. 
It should be possible to work out co- 
operative arrangements among govern- 
ment organizations which have been es- 
tablished for the specific purpose of 
aiding small business, industry organiza- 
tions, and professional educators to de- 
velop educational programs. 
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Part Il 
Chapter VII 


SURVEY OF LARGE 
TRADE SUPPLIERS' CREDIT DEPARTMENTS* 


THE trade suppliers that are referred 
to in this part of the study are all in- 
cluded among those listed in the Fortune 
1959 Directory of the 500 Largest U. S. 
Industrial Corporations. Officers of all 
of these firms were sent the question- 
naire that appears in Appendix D, ac- 
companied by the form letter that is 
attached. 


As sent, the letters were personalized 
and addressed to that officer of the cor- 
poration who, from his title, appeared to 
have the highest rank in the area of 
finance. In a large number of cases, this 
person was the treasurer or comp- 
troller of the corporation, and, frequent- 
ly, was also a vice-president of the firm. 

The questionnaire was designed bear- 
ing in mind the desire, on the one hand, 
to maximize information and, on the 
other hand, to maximize returns so that 
the responses would be likely to consti- 
tute a representative sample of the 
practices of the 500 largest corpora- 
tions. 

Three hundred of the 500 firms queried 
responded to the questionnaire. This 
high response is probably due in part 
to the fact that the questions were easy 
to answer. In part, it was probably 
also due to a high degree of willingness 
to participate in a project that might 
prove of aid to small business. 

Although much more might have been 
asked in the questionnaire, this step 
could have seriously limited the number 
of responses. Obviously, it is not pos- 
sible, within the scope of a questionnaire 
of this size to cover all aspects of the 

1This section was written by Dr. Theodore 


Bakerman, Director, Bureau of Research, 
Duquesne University, Pittsburgh, Pa. 


credit management practices of the firms 
that are included. Moreover, the prob- 
lem of classification of responses had 
to be borne in mind. Many of the re- 
spondents volunteered comments, and 
these helped to throw light on the over- 
all situation. 


In addition, many respondents held 
themselves out as available sources of 
further information if it were wanted. 


Because of the limits of time and re- 
sources, no attempt was made to follow 
up on the group that did not respond. 
Doubtless, some part of the nonresponse 
is due to the fact that the questions 
asked were not applicable to all of the 
firms that were included in the mailing. 
While a few of the firms that fitted 
in this category wrote, giving logical 
reasons for not filling out the question- 
naire, it may be estimated that a larger 
number of such firms merely ignored the 
questionnaire. 


Although the questionnaires were sent 
to the officer of the corporation having 
the highest rank in the area of finance, 
in a number of cases this person was 
not the respondent. However, in almost 
all cases the respondent held either the 
position of credit manager or a higher 
position in the corporation. 

Of the 300 responses, nine were not 
suitable for tabulation for the reasons 
that are given below. In seven of these 
cases, no questionnaire was returned, 
but an explanation of the reason for this 
was given. 


1. We operate on a completely decen- 
tralized basis and have no credit 
operations at this office. 

2. While we sell a great many “small 
businesses” various types of our 
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products, it is not our practice to 
investigate their credit. 

All of our equipment is sold on a 
sales contract that retains title of 
the equipment in our name until we 
have been paid. Each item is iden- 
tified by a serial number for identi- 
fication. Our losses have been very 
small in relation to our volume and 
most of these are caused by skips 
and fires. 

3. We feel ... that such information 
as we might have with regard to 
this questionnaire would not be 
useful to you. 

4. The Company’s business is almost 
completely with the United States 
Government; and in those few in- 
stances where we are dealing with 
other customers, the customer is 
almost always a large organization 

5. . .. possibly 95% or more of our 
business is with a few large air- 
craft or engine companies, or with 
the Army, Navy, or Air Force. 

6. As we do not sell to so called 
“small business,” we do not think 
any information we might supply 
you would be of significance. 

7. The nature of our business is such 
that credit is not generally a prob- 
lem and we therefore do not have 
a Credit Department as_ such. 
Should we be approached to per- 
form services for a client that we 
do not know, we would then use 
D & B and bank investigations as 
sources of information. 

In two cases, the questionnaire was 
not applicable, insofar as the customers 
of the respondent were concerned, but 
the respondents did business with small 
business suppliers, and filled out the 
entire questionnaire with reference to 
this class. These responses were not 
tabulated for the first eight questions 
in the questionnaire. 


One respondent did not fill out the 
questionnaire, but wrote a general letter 
in reply. The information contained 
therein was usable for question 7 only. 

There were, then, 290 responses that 
were usable for the tabulations of an- 
swers to all questions that were asked. 
The summary and interpretation of the 
responses follows. 


Question 1. From what sources does 
your firm obtain information regarding 


the credit standing of your small busi- 
ness customers? 


Respondents were asked to give yes 
or no answers on the use of Dun and 
Bradstreet and credit bureaus affiliated 
with the National Association of Credit 
Men. In addition, they were asked to 
name other sources used for this pur- 
pose. The results are shown in Table 55. 


Almost unanimously (there being only 
one exception), the respondents use 
Dun and Bradstreet as a source of in- 
formation on small business customers. 
However, there is a sizeable minority 
who do not obtain information from 
credit bureaus affiliated with the National 
Association of Credit Men, these amount- 
ing to 96, or 33.10 percent of the total 
of 290. 


Besides these two groups, the most 
frequently cited sources of information 
were the National Credit Office, banks, 
and trade references including other sup- 
pliers. However, the figures given in 
Table 55 on these latter three sources 
must be interpreted as the minimum 
number of firms in the group that use 
these sources, rather than the entire 
number. It is thought likely that some 
respondents who use these sources did 
not volunteer that information. Without 
being specific, as to the names of or- 
ganizations, there was scattered men- 
tion of the use of local credit bureaus, 
various industry credit associations, local 
credit men groups, retail credit bureaus 
and salesmen. 

In addition, there was specific mention 
of different sources of information which 
are listed in Table 56. A number of 
these sources were cited by more than 
one respondent. 


Question 2. Does your firm ordinarily 
request financial statements from any 
or all of your small business customers? 


Of the 290 responses to this question, 
238 or 82.07 percent were in the affirma- 
tive, while 52 or 17.93 percent were in 
the negative. There were a number of 
qualified “yes” answers. Among the 


modifications submitted by these respond- 
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TABLE 55: Extent of Use of Selected Sources of Information 
On Credit Standing of Small Business Customers 


Number of Firms 


Sources of Information Use _ Don't Use 
Dun & Bradstreet 289 1 
Credit Bureaus Affiliated with 

Nat'l. Assn. of Credit Men 194 96 
National Credit Office 56 - 
Banks 140 
Trade References, other Suppliers 93 - 


TABLE 56: Additional Sources of Information on Credit 
Standing of Small Business Customers 


1. Agricultural Chemical Credit Association 

2. Air Conditioning and Refrigeration Institute 
3. Associated Business Publications 

kk Automotive Credit Service (Detroit, Michigan) 
5. Building Material Dealers Association 


6. Building Material Dealers Association of the East Bay 
(Oakland, California) 

7. Consolidated Credit Investigations 

8. Converters Group 

9. Dairy Credit Bureau 

10. iry Industries Supply Association 


11. Drug Credit Association 

12. Electric Manufacturers Credit Bureau (Chicago, Tlinois) 
13. Fiber Producers Credit Association 

1h, Fuel Credit Bureau, Inc., (Philadelphia, Pennsylvenia) 
15. Feakes Mercantile Agency 


16. Foreign Credit Interchange Bureau 

17. Hooper-Holmes 

18. Interstate Commerce Commission Records 
19. Jewelers Board of Trade 

20. Lumberman's Credit Association 


21. lyons Furniture Mercantile Agency 

22, Manufacturers Clearing House (Chicago, Illinois) 

23. Moody's Manual 

24, Motor and Equipment Manufacturers Association 
(New York, New York 

25. Netional Association of Printing (sic) Makers 


26. National Chemical Credit Association 

27. National Fuel Credit Association (Chicago, TLLinois) 
28. Newspaper Publishers Association 

29. Packer Produce Mercantile Agency 

30. Periodical Publishers Association 


31. Plastic Material Credit Group 
32. Produce Reporter 

33. Rew Materials Credit Association 
34. Retail Credit Co. 

35. Retailers Commercial Agency 


36. Sportswear Group 

37. Stationers & Publishers Board of Trade 
38. Tarnell Co. 

39. United Beverage Bureau 


4 
4 
4 


ents were the comments: “unless availa- | 
ble through agency reports;” “some;” “a 
few only;” and “often do not receive.” 


As the question stands, there is some 
possibility of misinterpretation, since a_ 
firm that regularly received financial 
statements from a few of its small busi- 
ness customers might or might not con- 
sider this as being “ordinarily” done. 
However, a validation of the response to 
question 2 is found in the answers to- 
question 3. 


Question 3. If the answer to 2 is Yes, 
which types of financial statements do 
you require of these customers? 


In this question, the respondents were 
asked specifically if they required bal-— 
ance sheets, profit and loss statements, — 
statements of sources and uses of funds 
and operating budgets. In addition, they © 
were asked to state the number of years 
for which they required each type of 
financial statement and for how recent — 
a time they were wanted. 

As shown in Table 57, all of the re- 
spondents who answered question 2 in 
the affirmative required balance sheets. 
Almost all of them also required profit 
and loss statements. Only 18 respond- — 
ents, or 7.41 percent of the total that 
required financial statements did not in- | 
clude the profit and loss statement among © 
those that they required. However, the — 
situation is almost exactly reversed in 
the case of statements of sources and 


uses of funds. Here, this type of state- 


ment was only required by 7.82 percent 
of the group. Although operating bud- 
gets were required more frequently than 
were statements of sources and uses of 
funds, the number wanting this was still 
very small, amounting to 29, or 11.93 
percent of the total. 

One respondent stated that the prac- 
tice at his firm is to draw off sources 
and uses of funds statements from the 
other financial statements that are 
submitted, and it is possible that others 
follow the same practice. 

The number of years for which each 
type of financial statement is required 


vaila- 
a3”? 
ive.” 


some 


nce 


i 
| 


ancial 


busi- 


t con- 
done, 


nse to 
rs to 


s Yes, 
its do 


were 


1 bal-— 
nents, 


funds 
, they 


years 


pe of 


recent 


le re- 
2 in 
heets. 


profit 
pond- 


| that 


ot in- 
mong 
r, the 


ed in 
; and 
state- 
arcent 
- bud- 
than 
ses of 
s still 
11.93 


prac- 
yurces 
mn the 
are 
thers 


each 
quired 


SURVEY OF LARGE TRADE SUPPLIERS’ CREDIT DEPARTMENTS 55 


by those respondents obtaining the four 
different types is shown in Table 58. Most 
frequently, in the case of both balance 
sheets and profit and loss statements, 
the information is wanted for one 
year. For both types of financial state- 
ments, almost 47 percent of the re- 
spondents named this period. There is 
also little variation in the proportion of 
respondents requiring the two types of 
financial statements annually, the figure 
for balance sheets being 15.64 percent 
and that for profit and loss statements, 
14.22 percent. Included with those who 
responded “annually” are a relatively 
small group that require these state- 
ments on a continuing basis at more 
frequent intervals. A combined total of 
about eight per cent of the respondents 
require balance sheets for periods of 
either two or three years, while the cor- 
responding figure for profit and loss 
statements is nearly nine percent. More 
than ten percent of the responses 
on balance sheets and profit and loss 
statements were placed in an “other” 
category. Included here are those that 
specified a period of longer than three 
years, as well as those who put their 
answers in terms of a range of years 
or responded “varies.” A sizeable mi- 
nority, 16.46 percent in the case of bal- 
ance sheets and 18.67 percent in the 
ease of profit and loss statements, did 
not answer the question on number of 
years required. 


There was a great deal of nonresponse 
to the question on number of years re- 
quired among the _ relatively small 
group that indicated that they require 
statements of sources and uses of funds 
and operating budgets. For sources and 
uses of funds, 57.90 percent did not an- 
swer this question, while for operating 
budgets, 65.52 percent did not answer. 
Six respondents, or 31.58 percent of the 
total answered that they require state- 
ments of sources and uses of funds for 
one year. The corresponding figures for 
operating budgets are seven respondents, 
who made up 24.14 percent of the total 
in this class. 


It is possible that a number of re- 
spondents who are otherwise classified 
might appropriately have been classified 
as requesting financial statements annu- 
ally. The question was so worded that 
a respondent who, on first dealing with 
a customer requested financial statements 
for one or more years, but who, in the 
course of continuing relations, requested 
current financial statements might have 
only stated the first step in this pro- 
cedure. 

As noted earlier, the respondents 
were asked for how recent a time they 
required the financial statements that 
they requested from their customers. 
The answers to this question are not 
presented here, since they are not very 
meaningful. As might have been antici- 
pated beforehand, almost all of the re- 
spondents answered “current” or “latest 
fiscal.” There were a few responses 
that stated within three or six months, 
and one that stated latest inventory. 


Question 4. Does your firm use finan- 
cial ratios that have been computed for 
groups of businesses as a basis for com- 
paring those of your small business 
customers? 


Of the 290 responses to this question, 
123 or 42.42 percent were in the affirma- 
tive. Several of the respondents quali- 
fied their answers with the comments 
“Sometimes,” “If available,” “Not regu- 
larly,” and “Infrequently.” However, 
these constituted an extremely small pro- 
portion of the affirmative answers. 


Question 5. If the answer to 4 is Yes, 
what is your source of financial ratios 
for groups of firms? 


Here, the 123 respondents who an- 
swered question 4 in the affirmative were 
asked specifically about the use of Dun 
and Bradstreet, Robert Morris Asso- 
ciates, the Accounting Corporation of 
America as sources, and in addition, were 
asked to specify trade association and 
other sources that they used. The re- 
sults, classified according to seven dif- 
ferent categories are shown in Table 59, 
these categories indicating the use of 
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TABLE 57: 
Ordinarily Requesting Financial Statesents fron 
Business Custoners 


Type of Fincncial Statement Reauired by Large Firms 


TABLE 60: List of Trade Associations and Other Sources of 
Financial Ratios of Groups of Firms, as Cited 


by Respondents 


Type of Statenent 


ot Reauired (Firnus ) 


Percent 

Balance Sheet 0.00 
Profit e Toss 

Statexent 225 .59 18 
Sources and Uses 

of Funds 19 7.02 22h 2.18 

Operating Budgets 29 11.93 20h 85.07 

TABLE 50 Perioi of Tinie for which Financicl Stetenents are 


Requested 


*O 
ponse 
ko 
Loss 
225 32 105 3 he 
Sources and 
6 1 ll 
290 -- 2 19 
Percentere Respondine 
100 15.64 3.29 12.76 16.46 
Statenent 100 14.22 46.67 5.78 4.00 10.67 18.67 
Sources end 
Uses of 
Funds 100 0.00 31.58 0.00 5.26 5.26 57.90 
Operat ing 
Budgets 100 0.00 24.14% 0.00 3.45 6.90 65.52 


1.In severel cases, intervals are more frequent. 


TABLE 59: Sources of Pincncial Ratios for Groups of Firms, 
dy of Respondents 


Percent 

Dun and Dradstreet only 5o 45.55 
Robert Vorris Associates only 3.25 
D 3B and RY Associates only 3.25 
D & Bend Others (not Ri sssoc.) 38 0.89 
L 2 B end RI Assoc. end Others 10 8.13 
Others only (not D& Bor RiAssoc.) 6 ¢. 4.88 
Uo énsver 5 4.07 
Totel 123 100.00 


1. Americen Institute of Food Distribution 
2. American Trucking Association 

3. fnerican Meat Institute 

4, Associated Equijmment Distributor Survey 
5. Association of Equiyment Dealers 


G6. Dakers Associction 

7. Central Supply Association 

&. Credit Research Foundation of NACM 

9, Plectrical tinnufacturers Credit Bureau 
10. Electronic Jobbers Group 


11. Farm Equiment Retail Association 

Flat Cless Jodbers Association 

13. Lilly Digest 

14. Manufacturers Clearing House, Chicago 

15. Mid-Atlantic Building & Heating Wholesalers Assn. 


16. Motor and Fquiment Menufacturers Association 

17. Yational Association of Credit Management 

18. lational Associction of Frozen Food Suppliers of NACM 
19. Vational Associotion of Retail Clothiers 

20. National Autanobile Dealers Association 


21. Wational Credit Office 

22, ational Food & Allied Manufacturers Division of NACK 
23. Nationel Food Monufacturers Credit Division of NACM 
24. National Packers 

25- National Paint, Vernish and Lacquer Association 


26. Netional Peper Trades Association 

27. letional Reteil Farm Equipment Association. 

28. lationdl Retail Ilardware Association 

29. National Standard Perts Association, Chicago 

30.. National Stationery and Office Equiment Association 


31. Yational Trucking Association 

32. National Welding Supply Dealers Association 

33. Tational Wholesele Druggists Association 

34. Mew England Plumbing & Heating Wholesalers Assn. 
35. Retail Paint & Wallpaper Dealers Association 


36. Southern Supply Association 

37. Stationers and Publishers Board of Trade 
38. Super Market Industry 

39. Tarnell Company 

TRIICS, (Washington, D. C.) 

41. Wholesele Grocers' Association 


Dun and Bradstreet and Robert Morris 
Associates either alone or in various 
combinations. In Table 60, there is pre- 
sented a list of sources of financial ratios 
for groups of firms that were included 
in trade association and other sources 
by the respondents. 

As shown in Table 59, Dun and Brad- 
street is used exclusively by 56 re- 
spondents, these being 45.53 percent of 
the 123 included in the table. Altogether, 


108 respondents, 87.80 percent of the 
total use this source. Only 4 respond- 
ents, 3.25 percent of the total, use Rob- 
ert Morris Associates exclusively, while 
18 or 14.63 percent, altogether, use it. 
This relatively low usage of Robert 
Morris Associates may possibly be at- 
tributed to lack of knowledge of the 
availability of information from this 
source. One respondent stated that it 
was available only to banks. 


So 
Type of 
Poriod of Time Number of 


NACM 


CM 


rw 
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The Accounting Corporation of America 
is not listed separately in Table 59 since 
only two respondents stated that they 
use this source. In both of these cases, 
other sources are also used. 


Table 60 includes a listing but not a 
frequency distribution. Some of the 
sources in this table were cited a num- 
ber of times. However, frequencies 
might be misleading, since some respond- 
ents indicated that their listing was a 
partial one and some others were vague 
in their citations. 

The items that are listed in Table 60 
are not all known by the writer to be 
sources of information on financial ratios 
of groups of firms. Moreover, there may 
be inaccuracies in the names of the trade 
associations and publications that are 
given. No claims for complete accuracy 
are made in respect to this table. Credit 
for any errors must be assumed by the 
respondents, since the items are shown 
as stated by them. 


Question 6. Does your firm compute 
financial ratios of groups of its customers 
to be used for comparative purposes? 


Sixty-eight of 290 respondents or 23.45 
percent answered this question in the 
affirmative.2 Of these sixty-eight, 27 an- 
swered question 4 in the negative. Thus, 
they use ratios that they compute 
themselves for comparative purposes, 
but they do not use ratios computed by 
others for this. Adding these 27 to the 
123 that use ratios for groups of firms 
that are computed by others, then al- 
together 150 of the 290 respondents, or 
51.72 percent of the entire group use 
ratios for groups of firms for compara- 
tive purposes. 


Inasmuch as published ratios are lack- 
ing in a large number of fields, and even 
where ratios are published the customer 


2A follow-up of this group of 68 firms by 
the project director, requesting additional de- 
tails on their compilations, yielded 44 re- 
sponses. Only 30 of these clearly indicated 
that they are doing, or have done, such work. 
The remainder of the answers could not be 
construed as confirming the affirmative reply 
on the original questionnaire. Only a few 
firms indicated that they did compilations of 
statements on a routine basis. 


population of individual firms may differ 
significantly from the groups used as a 
basis for published ratios, there is justi- 
fication for computation by the firm itself 
from its own customer population. This 
would be so in any case, but it appears 
likely that there is something less than 
complete knowledge of the work that 
others are doing in this field. 


Question 7. In judging credit risks, 
which financial ratios do you regard as 
most important? 

The respondents appear to have dif- 
fered in their interpretation of this 
question. While many were selective in 
picking out the ratios that they listed, 
others seemed to lean more in the direc- 
tion of listing those that they use, with- 
out distinction as to importance. 


Altogether, a very large number of 
different ratios were cited; however, 
some respondents did not stick to ratios 
but gave factors such as net worth. Of 
the total of 291 respondents that were 
counted for this question, 34 gave no 
answer at all, this being 11.68 percent of 
the entire group. 

Because of differences in interpreta- 
tion of the words “most important,” one 
can only get a very general picture of 
attitudes toward usefulness from the 
responses. Moreover, some of the res- 
ponses were vague, and although they 
indicated a use of ratio analysis, the 
most important ratios were not specified. 

Altogether, a very large number of 
different ratios were mentioned. The 
terminology that was used by the re- 
spondents was not completely uniform. 
The term “working capital” appears to 
have been generally used to mean cur- 
rent assets minus current liabilities, 
which, of course, is the same as the “net 
working capital” used in Dun and Brad- 
street’s fourteen important ratios. Fre- 
quently, no distinction was made between 
profits and net profits or between sales 
and net sales. In the presentation here, 
working capital means current assets 
minus current liabilities. 


The ratio most frequently mentioned 
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as important is current assets to current 
liabilities. Of 291 respondents, 227 or 
78.01 percent cited this. This might very 
well be expected, and if some of the re- 
spondents who were general in their 
answer to this question had been specific, 
then it is likely that the percentage 
would have been even higher. 


The second most frequently cited ratio 
was total debt to tangible net worth or 
total debt to net worth, these being men- 
tioned by 113 respondents, or 38.83 per- 
cent of the total. Apparently, the trade 
creditor is highly conscious of the poten- 
tial dangers posed when this ratio is too 
high. 

Seventy-seven of the respondents, or 
26.46 percent of the total, named the 
liquidity ratio — current assets minus 
inventory to current liabilities. Exactly 
the same number class inventory turn- 
over — net sales or sales to inventory — 
among the most important ratios. 

Altogether there were 76 responses of 
net profit to net sales, net profit to 
sales, profit to sales and gross profit to 
sales. However, among the ten respond- 
ents who cited gross profit to sales, sev- 


eral also cited one of the other three 
ratios. 


Fifty respondents, 17.18 percent of the 
total, named sales to receivables. In 
addition, 19 other respondents, 6.53 per- 
cent of the total, named the average col- 
lection period. Some grouping of the 
responses might be justified here. 


Thirty-two respondents, 11.00 percent 
of the total, cited net profits to tangible 
net worth, net profits to net worth or 
profits to net worth. Just under this 
number, 31 respondents, 10.65 percent of 
the total, mentioned fixed assets to 
tangible net worth or fixed assets to net 
worth. 


Current liabilities to tangible net 
worth or current liabilities to net worth 
was given by 29 respondents, this being 
9.97 of the total. Altogether, 25 re- 
spondents, 8.59 percent of the total, cited 
net sales to tangible net worth, sales to 
net worth, net sales to net worth or 


sales to tangible net worth. One addi- 
tional respondent mentioned projected 
sales to net worth. 


Inventory to net working capital or 
inventory to working capital was named 
by 24 respondents, 8.24 percent of the 
total. Twenty respondents, 6.87 percent 
of the total, cited net sales to net work- 
ing capital, sales to working capital or 
cost of goods sold to working capital. 


In the case of no other ratio or com- 
bination of ratios with essentially the 
same meaning were there as many as 
ten citations among the responses. 


Question 8. Does your firm offer finan- 
cial advice to its small business cus- 
tomers? 


Blanks for yes or no answers, for in- 
dividual advice and clinics were provided. 
Of 290 respondents, 209 answered that 
they offered individual advice to their 
small business customers, this being 72.07 
percent of the total that were enumer- 
ated on this question. In some instances, 
the affirmative answer was qualified by 
such phrases as “occasionally,” “on re- 
quest,” “sometimes, informally,” “when- 
ever necessary,” “some,” “if in trouble,” 
“seldom,” and “to very few who request, 
particularly where foreign currencies 
are involved.” 


Apparently, clinics are conducted by 
relatively few large industrial firms. 
Only 22 of the 290 respondents answered 
this question in the affirmative, this being 
7.59 percent of the total. 


Question 9. Comment on the matters 
that have been taken up here in rela- 
tion to your small business subcontractors 
and other firms with which you deal, if 
you think it appropriate. 


This question yielded little in the way 
of direct replies to the question. Only 
four respondents commented with rela- 
tion to their small business subcontrac- 
tors. Taking these in conjunction with 
the two respondents who filled in the 
entire questionnaire with reference to 
their small business subcontractors, the 
number of returns was too small for 
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meaningful analysis. In addition, the 
comments of the four respondents were, 
in general, on diverse matters, and noth- 
ing would be gained by repeating them 
here. 

However, many of the respondents 
used the space provided for answering 
this question to amplify their responses 
to other questions. Along with extracts 
from letters written by a number of the 
respondents, extracts from the comments 


‘may be helpful in interpreting the 


responses that have been analyzed in the 
foregoing material. Although the ex- 
tracts that are given are, as a rule, 
allocated to one question by the writer, 
many of them have broader applicability. 


Question 1. Additional comments. 
Two of the respondents, both of whom 
use Dun and Bradstreet as a source of 
information on the credit standing of 
their small business customers, are 
quoted as follows: 

With the small concerns D & B re- 
ports are important however never 
conclusive. Personal contact with an 
executive or financial officer from 
which are obtained business and bank- 
ing references, supply the necessary 
background to judge the ability of the 
prospective customer, to pay. 

Dun and Bradstreet reports are use- 
ful for history and organization, but 
the contractors that are rated are not 
usually the marginal accounts. 
Question 2. Additional comments. 

There were a number of enlightening 
comments in relation to this question. 


Several firms that responded that they 
ordinarily requested financial statements 
from their small business customers 
found that these statements were not 
always readily forthcoming. Four re- 
spondents had comments along this line: 


It is not always possible to obtain 
complete information from a smal 
business supplier. In which case, credit 
opinion and decision would be based on 
calculated risk and particularly own- 
er’s character. 

It is our policy to obtain financial 
data, including balance sheet and profit 
and loss, wherever this is practical, 
but if not, policy is determined by 
payment record, antecedent history 


and general trend of the company’s 
operations. 


we have many customers who 
decline the furnishing of financial 
statements, and if we find their posi- 
tion and payment record good, along 
with our exposure being not too high, 
there is usually approval of our rela- 
tionship on this basis without the 
financial statement. 

It is most difficult to obtain financial 
statements from small operators who 
actually are in greater need of finan- 
cial advice than the larger customers 
who freely distribute their information 
to suppliers. 


On the other hand, there is the op- 
posite viewpoint: 


It is significant to us that in recent 
years small businessmen have become 
more willing to provide financial in- 
formation to their suppliers. 


Questioning the information that is 
obtained: 


We find that many statements from 
small businessmen have doubtful value 
because they do not understand ac- 
counting practices and are not con- 
sistent from year to year. 


Obviously, some other factors were 
taken into consideration by some who 
responded “yes” to this question: 


Most of our small accounts are 
handled routinely on the basis of their 
pay records. 


Having financial statements from 
small business is essential to credit 
analysis. However, the matter of capi- 
tal and capacity are of greater impor- 
tance and, accordingly, must be given 
equal consideration in the final de- 
cision. 


A positive response to this question 
did not mean that financial statements 
were required from all customers, as 
evidenced by the following: 


In many cases of occasional sales to 
customers we do not ask for financial 
statements. If there is a continuing 
relationship as with distributors and 
small manufacturers who use our com- 
ponent products, we would probably 
require periodic financial data because 
of the amounts involved. We prefer 
to obtain them from a reporting agency 
for mutual convenience. The significant 
point to be stressed is that no special 
techniques, standards of appraisal or 
minimums of financial information ap- 
ply to small business as such. 
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Where exposure is small and sales 
sporadic, we do not always require in- 
formation. In most instances however, 
we do have available Dun & Bradstreet 
reports. In some instances, even will 
ship nominal amounts based on ratings 
listed in Dun & Bradstreet. 


A general comment by another who 
answered the question in the affirmative: 


Small businesses, as well as all busi- 
ness organizations, depending upon and 
seeking credit consideration, should be 
encouraged to make available complete 
and current financial information to 
responsible reporting agencies. This 
would enhance the prompt and full 
consideration of requests for credit. 
It would also save much time and 
expense in individually securing this 
needed information. 


Some of the respondents gave an ex- 
planation of the reasons why they did 
not require financial statements: 


In this industry, most requests for 
credit are made on short notice. Credit 
experience of other suppliers, general 
reputation of the customer, and con- 
sideration of his current project are 
the main factors in credit decision. New 
accounts are followed very closely and 
final collections made before recovery 
rights expire. Financial records by 
many small contractors are sketchy 
to almost non-existent. 


Any slowness in an account requires 
a review and additional information. 
Quite often further sales are restricted 
to approval only on a job basis. 


Most of our small accounts ... buy 
on a continuous basis. Unless detri- 
mental information is available when 
such accounts are established, we as- 
sume a routine business risk and set 
a $1,000 to $2,000 limit. These lines 
of credit are adjusted as experience 
develops. 


Business records prove that in small 
business failures, inexperienced man- 
agement is much more damaging than 
lack of financial resources. It is our 
policy, therefore, to place more em- 
phasis on a continuing account’s man- 
agement. 

Our customers are wholesale and re- 
tail drug stores. This “Class of Trade” 


generally has an above average credit 
standing. We have not found it neces- 
sary to require financial statements 
except when dealing with marginal 
situations. 

We deal in a perishable product 
which must depend upon rapid turn- 


over to insure freshness. ... This type 
of distribution and frequent Salesman 
contacts coupled with our terms 1/10/30 
enable us to collect about 1/3 of our 
total sales volume on a cash on deliv- 
ery basis and most of the remaining 
volume on a cash discounting basis. 
This rapid turnover of receivables 
generally does not necessitate our be- 
coming too deeply involved with most 
of our accounts. 


As is the case with some who answered 
the question in the affirmative, there are 
also exceptions in the case of the nega- 
tive respondents, and some did require 
financial statements under certain cir- 
cumstances, as is shown by the follow- 
ing comments: 


We are occasionally called upon to 
extend credit to specific accounts be- 
yond our 30 day net terms due to 
certain unusual circumstances which 
may exist making it impractical or im- 
possible for the account to remit more 
promptly. In such cases, if the volume 
involved is sufficient to warrant such 
action, we may insist upon financial 
statements or secure bank reports 
through our banking friends to supple- 
ment our normal sources of credit in- 
formation before making a decision. 

Although it is not our regular pro- 
cedure, we do request balance sheets 
and operating statements when they 
are considered essential for adequate 
credit appraisal. 


Question 3. Additional comments. 
A number of respondents mentioned the 
fact that they stressed audited financial 
statements: 


An audited copy — if possible. 


We prefer and occasionally insist 
that statements be prepared by inde- 
pendent accountants. 


Our principal source of credit infor- 
mation is the customer’s own financial 
statement. We request certified audited 
figures but do not always get them. 
We do not request more than one 
year’s figures but insist that they be 
up to date. In isolated instances, we 
request three years’ figures for trend 
analysis purposes. 

We receive two audits per year and 
accordingly, are familiar with each 
distributor’s problems. 


Some firms that are diversified have 


different credit policies for their differ- 


ent lines of activity. The respondent 


whose comment follows answered Ques- 
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tion 2 in the negative, and all parts of 
Question 3 in the negative. However: 


The answers to the . . . questions 
were based on our policy with respect 
to sales of various products manufac- 
tured by us, but not directly part of 
our vehicle business. 


Our vehicle business is with dealers 
who purchase vehicles on a special 
payment arrangement, and_ vehicle 
parts and accessories on an open ac- 
count basis. We ordinarily request 
from these dealers the following: 


Financial statements consisting of a 
Balance Sheet, Profit and Loss State- 
ment, Sources and Uses of Funds, 
and Operating Budgets. 


One respondent, who checked that his 
firm only requested a balance sheet, ex- 
plained this as follows: 


In a general way, with customers 
operating a business with limited capi- 
tal, we do not expect the same type 
of complete and authoritative infor- 
mation, that is, a certified report with 
the important assets and liabilities 
verified, along with profit and loss 
statements, as we would from larger 
companies. We recognize that in many 
cases the small manufacturer does not 
have the staff or the facilities, nor do 
they want to spend the money for 
this type information. We place a lot 
of emphasis on the moral risk, the 
background and ability of the prin- 
cipals. 

These so-called small businesses gen- 
erally do not require substantial credit 
and we follow a practical policy of 
going along without complete finan- 
cial information until we feel that they 
have developed to a point where they 
ean afford to engage the services of a 
Certified Public Accountant. 


The implication of differences of treat- 


sume credit risks and where the cus- 
tomer’s credit requirements are rela- 
tively small in comparison to the whole 
risk, we may satisfy ourselves simply 
by reviewing the D & B credit rating 
of such a customer. Our appraisal of 
the credit standing of our small busi- 
ness customers then progresses from 
this rudimentary appraisal to one that 
may include a complete business sur- 
vey of the customer. In such surveys 
balance sheet and profit and loss 
statements contained in customer’s 
audited annual report may be obtained 
for a sufficient number of years to work 
out a flow of funds chart, which may 
be projected into the future. Such a 
survey would also include an appraisal 
of the management in operation of the 
company. 
One comment indicated particular diffi- 
culty in getting the profit and loss state- 
ment: 


We are particularly interested in the 
profit and loss statement which is, of 
course, the most difficult to get — and 
once you get that, the balance sheet 
should accompany it as a matter of 
course. We like to get this informa- 
tion each year, and our search for the 
P and L sometimes produces the type 
of information in Question C and D 
— but it’s a rare day that we ask 
for more than A and B. 

Questions 4 and 5. Additional com- 
ments. All of the respondents who are 
quoted below answered question 4 in the 
affirmative, and checked one or more 
sources in question 5. While they all 
used financial ratios that have been com- 
puted for groups of firms for compara- 
tive purposes, they have some reserva- 
tions. 


The agencies do a good job in caleu- 
lating ratios. Actually, we examine 


ment of different customers was strong 
in the preceding comment, as it also was 
in the next three comments: 


the ratios visually, rather than calcu- 
late them on each account in the food 
field. The truly “small business” is 


The amount of detailed analysis we 
make, and the frequency of our request 
for financial statements varies with 
the type of account somewhat. In some 
cases we insist on monthly figures and 
in some cases we even help them pre- 
pare their budgets. 

We require more information from 
some accounts than others, depending 
upon the credit line, risk, length of 
terms, and outlook for the business. 

In cases where it may be extremely 
desirable from our standpoint to as- 


covered by our operations as Feed 
Manufacturers wherein we sell many 
dealers throughout the country... . It 
has been our experience in this field 
that our customers are often engaged 
in other enterprises such as processing 
plants, growing operations, lumber, 


and coal etc. so that ratios must take 
into consideration the specific opera- 
tion of the customer rather than com- 
paring them with any standards that 
might have been set up by someone 
for the whole industry. 


We realistically excuse our small 
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business customers from conforming 
to any rigid and previously conceived 
ideas. 


Standard financial ratios as compiled 
by Dun & Bradstreet are used only as 
rough guides. Seasonal and other fac- 
tors are taken into consideration. 


We have found Dun’s figures are too 
vaguely gathered, and not narrowed 
down to the different types of com- 
panies operating within the individual 
segments of an industry. 

Question 6. Additional comments. 
As was brought out in the tabulation of 
responses to Question 6, 68 respondents 
compute their own ratios for groups of 
their customers. One respondent who 
does not do so has this step under con- 
sideration: 

We do not develop financial ratios 
by customer groups. The need for 
this information is becoming increas- 
ingly important, however, especially 
for operating ratios in cost and over- 
head studies and we are giving con- 
sideration to the addition of this in- 
formation to the credit function. 

A second diversified manufacturer for 
which the respondent answered that the 
firm does not compute financial ratios of 
this sort was replying for one segment 
of his firm’s operations. However, in the 
comment given below, he states that these 
computations are made for another seg- 
ment of the business. 

The answers to the .. . questions 
were based on our policy with respect 
to sales of various products manufac- 
tured by us, but not directly part of 
our vehicle business. 


Financial ratios are computed by 
groups, and these ratios are used to 
offer financial advice to them. 
Question 7. Additional comments. 

Four of the respondents who left the 
question of which ratios they regarded 
as most important completely blank gave 
explanations of their position. One of 
these cites the nature of the business. 
Incidentally, this firm does not ordinarily 
request financial statements from its 
customers. 

In the meat packing business the 
credit terms are one week. Payment 
record is very important. Our profit 
ratios on small and bad debt loss ratios 
are very small. 


A second respondent relies heavily on 
experience with the customer: 


We rely primarily on the customers 
payment record with us. On the sales- 
man’s recommendation, we will make 
a small initial shipment on credit to 
a new customer (assuming there is 
nothing unfavorable in our files) and 
proceed from there on future credit 
limit based on sales and payment 
experience. 


A third respondent has serious doubts 
concerning the validity of the data which 
would be used to compute ratios: 


We are becoming quite disillusioned 
about the validity of any ratios, any 
more. The better informed credit men 
we know seem to share our opinion 
that the continuing impact of increas- 
ing taxes has brought about a real 
breach in the moral standards of the 
people connected with the preparation 
of much too large a portion of the 
figures made available to the credit 
fraternity these days. 


A fourth respondent believes that 
there is no necessity for the computa- 
tion of ratios because the customers of 
his company are such good credit 
risks. 


In our business we probably would 
only be interested in Financial Ratios 
if we intended to enlarge our business 
by accepting business from potential 
loss customers. We feel that it is more 
important to minimize our risks and 
use the differential in competitive 
bidding. 

A number of respondents who did give 
ratios that they regarded as most im- 
portant, indicating that they used at 
least these ratios, presented reasons why 
they did not rely on the ratios alone and 
why, even if the ratios did not yield the 
best picture, they were willing to sell 
to customers anyway: 


Prompt payment record with us and 
other customers, appraisal of personal 
integrity, etc. often overcome relative- 
ly poor ratios. Problem is more than 
mere mathematics. 


We rely heavily upon paying habits, 
character and capability. 

It is not our practice to apply any 
rigid credit appraisal formulas to small 
businesses. 

Obviously many credit situations 
cannot be dealt with by general rules 
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as each situation is a matter of judg- 
ment. 


Many factors would be involved some 
of which are, our past experience with 
the customer, our opinion as to the 
growth and future opportunities of the 
customer, our opinion as to future bene- 
fits both to the customer and ourselves 
to be derived from doing business with 
the customer, our opinion as to the 
customer’s ability to produce in accord- 
ance with specifications and many other 
things which we would determine on 
an individual basis. 


Integrity and an established good 
reputation can be a guide in the ab- 
sence of a present strong financial 
position. 


Unless business is prepared to sell 
small business even when most of the 
financial picture is unfavorable then 
a lot of sales are lost and a lot of 
small business fails. 


Even with only two favorable points, 
honesty and ability of prospects to 
make a profit it is often to our interest 
to find a way to sell. 


In borderline cases considerable 
weight is given to the trend of the 
business. 


On variation of ratios, the following 
comments are made: 


We do... not expect each customer 
to perform in accordance with group 
rules or ratios. At times there may 
be a wide variance, yet analysis of 
certain ratios with regard for overall 
performance or end result justifies the 
extension of credit to what may other- 
wise be termed a marginal account. 

We find that many of these impor- 
tant items vary considerably with com- 
panies engaged in the same line of 
business depending upon the type dis- 
tribution and whether they operate as 
a stock house or make up inventory 
against orders. 


And on ratios as a useful tool: 


Our research indicates that the finan- 
cial aspects of successful operations 
are very similar regardless of location. 
The thorough analysis of financial in- 
formation through established ratios 
quickly recognizes the existence of a 
problem. Once the problem is recog- 
nized, the solution may lie in many 
directions. However, we feel that 
statement analysis is a most important 
factor in determining the course of 
developing sound. financial relationships 
with our distributors. 


One of the respondents who did not 


give any ratios severely criticized the 
quality of the financial information re- 
ceived. A similar approach was taken 
by a respondent who did use ratios: 


. .. we commend your attention to 
the multitude of Accountant Certifi- 
cates which solemnly point out that 
the accountants weren’t on the prem- 
ises when the inventory was taken. 


If the inventory isn’t accurate, then 
how valid can the ratios be, when the 
inventory figure plays such a dominant 
part in any system of financial analysis. 


Question 8. Additional comments. 
As noted previously, this question was 
divided according to whether financial 
advice, if given to small business cus- 
tomers, was on an individual or clinic 
basis. The nine respondents whose com- 
ments on individual advice are quoted 
here all do offer it to their customers. 


Three respondents commented on the 
lack of knowledge or utilization of 
available advice: 


It is not unusual for our smaller 
customers to request our assistance 
with respect to reviewing their finan- 
cial statements. However, we must 
admit that only a small percentage 
avail themselves of the services that 
can be performed confidentially by the 
Credit Department. 


Small business does not seem to know 
of the possible financial aids available. 
They are hesitant to investigate. 


I believe that the small businessman 
should be made aware of the willing- 
ness of most manufacturers to give 
nnancial advice. Most credit personne) 
have the information and the experi- 
ence to assist. 


The other six respondents describe the 
type of financial advice that they offer, 
and the circumstances under which it is 
given: 


In the area of customers, we assist 
in a number of these, particularly 
wholesalers and retailers, either on an 
individual basis or through one of our 
trade associations, not only in the 
hope of strengthening the particular 
organization in business but a number 
of cases to salvage the company after 
they have gotten into financial diffi- 
culty. 


Such advice pertains mainly to ac- 
counts receivable financing, advice 
concerning lien laws, etc. 


| 

t 
y 

1 

B 

y 
| 


SURVEY OF LARGE TRADE SUPPLIERS' CREDIT DEPARTMENTS 


When a customer gets into financial 
difficulties, we analyze his situation 
carefully. What we want to know most 
is whether he has the capacity to run 
his business successfully and the in- 
tegrity to work with us in accordance 
with our suggestions. If so, we will 
give him enough credit to carry along 
and make specific suggestions for help- 
ing him to get on his feet and to 
change the direction of his losses. 
When this kind of help is successful, 
these customers prove to be the most 
loyal of all. 


After an examination of the small 
businessman’s books (when we find he 
is financial trouble) we frequently 
offer specific suggestions on curtail- 
ment of overhead, switching of prod- 
ucts for greater profits, suggest 
marketing improvements, accompany 
principal to bank to work out financial 
support, and occasionally create tem- 
porary financing through supplying 
inventories on special terms. 

Operating financial, and management 


advice are among the services availa- 
ble to our customers. 

Whenever possible we counsel our 
customers on the necessity of main- 
taining proper auditing controls realis- 
tically administered by specialized 
apparel accountants. 

One respondent, whose firm conducted 
clinics for small business customers, de- 
scribed them as follows: 


We counsel with our salesmen and 
dealers for the purpose of helping keep 
these dealers operating at a profit. 
All financial details are analyzed, 
recommendations made and an action 
program proposed. .. . Budgets, poli- 
cies and distribution of earnings, sala- 
ries, manpower, expansion and legal 
problems are discussed. Sources of 
capital and uses are covered carefully. 
It is a very well accepted service. 


Additional comments, not applicable to 
any specific question. This section con- 
tains those additional comments that 
appeared to be somewhat useful in throw- 
ing light on attitudes toward the subject 
matter of the general financial problems 
of small business. 


Two respondents made specific com- 


ments on undercapitalization of small 
business in specialized lines of activity: 


Manufacturers of apparel are usually 
undereapitalized. This problem is 
made more difficult for the credit 
grantor by the customer’s vulnerability 
to style changes, seasonal factors and 
extreme sensitivity to both local and 
national economic fluctuations. The 
role of a financial manager thus as- 
sumes a position of paramount impor- 
tance to these small manufacturers. 
This function is filled frequently by 
specialized Certified Public Account- 
ants, most of whom are members of 
— National Association of Credit 

en. 


Retail appliance dealers are histori- 
eally undercapitalized. The limited 
availability of loanable funds in many 
markets is a definite restraining fac- 
tor to business growth. 

The remaining comments are of a 
mixed nature: 


Frequently small business is con- 
cerned with volume as a business gauge 
rather than measurement of this vol- 
ume with corresponding costs. 

Small businesses would improve their 
position if they would keep good ac- 
counting records, provide suitable 
financial information to their major 
suppliers, maintain substantial per- 
sonal relationship with their banker 
and keep him advised of their activity, 
and make it a point to maintain cash 
budgets so they could plan ahead on 
their payables — and then live up to 
that plan. 

I might make a general observation 
to the effect that the small business- 
man needs a whole lot more financial 
advice than is presently available. Too 
often figures are provided in order to 
get credit rather than as a manage- 
ment tool in order to help the proprie- 
tor operate the small business profita- 
bly. There still prevails the thinking 
that good records are too costly, and 
that it is enough to know once a year 
whether the organization is making or 
losing money. 

Greatest need is to convince small 
businesses of danger of overtrading. 

Traditionally most credit men employ 
the three “C’s” of credit in arriving 
at the credit decision. We add another 
“C”, that of controls (accounting). 
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APPENDIX B 
INSTRUCTIONS TO INTERVIEWERS 
Study of 
FINANCIAL RATIO USAGE 
SMALL BUSINESS PROJECT OF TEMPLE UNIVERSITY 
(Under Grant from the Small Business Administration) 
A schedule or check list of questions is to be used and completed for each interview. Wherever 
possible, all questions are to be filled in by the interviewer during the course of the interview. 
These questions deal with a number of aspects of financial procedures and practices, the use of 
financial information, and various techniques of financial analysis as they are practiced by small 


businessmen in manufacturing, wholesaling, retailing, and service industries in your area. For purposes 
of our study, small businesses were defined as follows: 


Manufacturing 50 to 250 employees 
Wholesaling $20,000 to $200,000 net worth 


Manufacturing firms were selected on a random basis from the Pennsylvania Industrial Directory, and 


wholesalers, retailers, and service firms were selected on a random basis from the Dun and Bradstreet 
Reference Book. 


Thé purpose of this study is to determine to what extent small businessmen actually make use of financial 
ratios and other techniques and procedures in their businesses. This information is being gathered for 

the benefit of the Small Business Administration in Washington so that they may have more complete knowledge 
of the practices and problems of small businessmen in the financial management of their business. This 
general purpose should be explained when contacting your prospective interviewee. 


You should obtain an appointment by telephone contact with your prospective interviewee. Off-the-street 
calls are wasteful because the person to be interviewed may not have time available when you stop. Experience 
with such a procedure was unsatisfactory in the pre-test. 


Try to get the name of the prospective interviewee from the company operator if this is the person to whom 
you first speak. Introduce yourself and state your university affiliation and, briefly, the purpose of 

your call. You may be referred to the proprietor, manager, or other officer depending on the size of the 
firm. You might also be referred to the accountant, comptroller, or full-time bookkeeper if such a person 
exists. ' Again, when you first contact your prospective interviewee, state your name, university affiliation, 
and @ somewhat more detailed explanation of the purpose of the requested interview. 


Indicate that the interview will only take 15 or 20 minutes and that all information (none of which involves 
detailed financial figures) will be held confidential. Try to emphasize the fact that the individual will. 
be’ performing a public service by cooperating in this survey. 


The right approach should yield good results. In the pre-test experience with 10 telephone contacts, not 
one company refused to cooperate and all interviews were finally obtained, in most cases one or two days 
following the telephone contact. Be sure to call back if you cannot contact the right person on the 
first phone call. Arrange your interview to meet the convenience of the interviewee within the limits of 
your schedule, but allow yourself some flexibility if the time of day you are to call is a matter of 


indifference to the interviewee. Avoid trying to get commitments before 9:30 a.m., during lunch hour, 
or near closing time. 


The interview sheet should be exposed during the interview and notations should be made during the course 
of interview unless otherwise requested. Read over the interview sheet several times before your initial 
interview so that you are familiar with it and don't have to go through it too mechanically during the 
interview. Use your own judgment about reading a question. In some cases it may be helpful to read the 
question to the interviewee and then elaborate on its purpose and meaning if necessary. 


The first two questions of the interview sheet should be filled out before the interview. Those obtained 
from D & B should have net worth recorded and those from Industrial Directory should have number of 
employees recorded. Ask interviewee for these same figures under question 2. 


Question 3 
Only approximate figures are necessary here in order to get some idea of size of business. Interviewee 
may be reluctant to give even approximate financial figures, particularly total assets and net worth. 
Reassure him about their use, but don't push him if he doesn't want to give them to you.’ Don't risk 
destroying rapport just to get these figures. 


Question 5 
Part A - Estimate yourself and record his age after interview. : 
Part B - Number of years experience in the general line of business, not just affiliation with present firm. 
Part C - Formal education--list any collegiate degrees, business or otherwise, but don't put individual 
on the spot as to his formal educational attainment if he does not volunteer. 


Note: Question 5, 7, and 8 have duplicate sequences in case you have joint interview with a manager and 
the company's accountant. In pre-test experience, this has never happened. You can ask if the accountant 
(or manager) would like to sit in, but don't push this since few companies will probably be interested in 
committing the time of two men to the interview. 
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Question 6 
Get name of Trade Association if possible. 


Question 7 
The purpose of this question is to determine whether or not the management has participated in any 
‘training courses sponsored by the Small Business Administration, trade associations, etc. In the pre-test 
experience, the answers were usually negative but occasionally either management or staff members did 
participate in some sich course. Get the description of the course and the name of the sponsoring 
‘organization if possible. 


Question 8 
If the answer was "no” in all cases, try to find out whether or not it was because they did not know of 
the availability of sueh courses. : 
Part B- Be tactful about this question. Don't put interviewee on the defensive. 


Question 10 
Try to get titles and publisher's names of those publications which are used regularly by the business 
for purposes of obtaining financial and economic information related to the business. 


Question 13 and 14 
Purpose of these questions is to determine to what extent, if any, accounting firms offer various kinds 
of financial advice and counsel. Try to find out what kinds of problems they attempt to advise clients 
on--e.g., collections, cost controls, etc. Similar sequences of questions are put in Number 15 
20 for banks, suppliers, and other Jending institutions. 


In Question 18, Part D, space is provided to indicate the occasional firm that makes no use of bank credit, 
or other loaned funds in the normal course of business. 


Questions 21 through 31 
The purpose of this sequence of questions is to obtain information about the use of financial ratios of 
various kinds by small businessmen. The phrase "do you ordinarily keep track of the relationship between" 
is used deliberately to avoid the term "ratio" or "financial ratio” because management may be using ratios 
but not calling them by that name. Feel free to improvise here on the phrasing of the question once 
stated. Use the term "ratio," "proportion," or any other you may think of to get the concept across. Often 
companies will not use formal ratio analysis but will keep track of relationships in an informal way. In 
the second half of each of these questions ("give what you consider to be a satisfactory relationship in 
your industry and/or your company"), we are trying to find out whether or not small businessmen use any 
benchmarks or typical figures as a basis for comparing their own figures. 


In the pre-test, none of the companies indicated that they made any attempt to compare their figures with 
external figures. Several of the companies, however, did make month-to-month and year-to-year comparisons 
of ratio changes within company (internal ratio analysis). ‘Two lines heave been provided after Question 30 
so that the interviewer can give a brief summary of the type of analysis or lack of analysis he believes 
is the pattern within the company. 


Questions 33 and 34 
An attempt is made here to distinguish between the use of balance-sheet ratios and profit-and-loss ratios. 
The pre-test response suggested that not many small businessmen have a very clear idea of net-worth 
comparisons or return on cepital invested in the business. 


Question 40 
We are trying to determine here what types of financial statements are required of small businessman's 
customers and the number of years required. If only current year's statement is required, put down 
figure l--even if the effect of continual dealing over a number of years is to accumlate a number of 
statements for previous years. 


Questions 43, 44, and 45 
Answers to these questions may provide some guidance to SBA in the development of future courses and/or 
published material for use of small businessmen. Don't put words in interviewee's mouth, however, if he 
obviously has no thoughts on any of thes subjects. 


Interviewer's Estimate 
It is important for the interviewer to take advantage of this section of the questionnaire in order to 
write up (after the interview is over) an evaluation of the interview. Try in this section to give us 
some idea of the "color" of the interview, some perception in depth of the sort of person you have been 
talking to, his attitudes, etc., and the way his business is run with regard to financial practices. 


For example, in pre-test the following observations were recorded after a visit to a wholesale and 
retail bakery employing 55 to 60 workers and a fleet of delivery trucks: 


This is a family enterprise--brothers and sisters are jointly 
managing the business. None have ever had any formal business 
training. Business was started by father and grew from 
neighborhood bakery. Children grew up with business. 


Made use of CPA firm for purposes of compiling statements but partners 
don't seem to make much use of statements for internal analysis. Mrs. S 
(one of the partners) says that sales to inventory and sales to profit 
comparisons are made from month but that there is no agreement between 
pertners as to what is "good" or "satisfactory." Mrs. S said that 
arguments typically ensue in management meetings over such questions. 
She says company has never had recourse to bank credit. 


Summary interviewer's estimate is in many ways our best means of interpreting the questionnaire and 
putting answers in perspective. Please be conscientious in filling out this section. 


THANK YOU AND GOOD LUCK WITH YOUR INTERVIEWS! 
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APPENDIX C 
EDUCATIONAL SUGGESTIONS BY INTERVIEWEES 
Part A 
"Do you have any suggestions or recommendations for training courses, institutes, etc.» to deal with 
problems of financial analysis for the small business firm in your industry?” 
Industry Group 
Manufacturing--Textiles 
1. None (would depend on present schools). 
2. No. Wouldn't have time anyway. 
3. No opinion - Rely on accountant's. 
4, None. Start with I. Q. and go from there. 
5. Would be more interested in technical courses than any type of financial course. 


6. Specialized Accounting courses dealing with Textile Accounting and Corporate finance 
courses of the same type. 


7. Manager says no. Accountant feels there should be courses but not sure of what kind. 
Mamufacturing--Food 


8. City bakers have a school in conjunction with the Board of Eitication. It isn't as good as 
it once was, but it is a good idea. 


9. Yes, especially in ratios and credit. 

10. Course on lowering overhead costs is desired. 

11. Doesn't know. 

12. Any type of courses dealing with financial analysis would be useful. 
13. Courses dealing with the milk industry are desired. 


14. Training courses for potato chip industry only; information on mergers; legislation policies 
of SBA. 


15. A course dealing with cost studies in the industry vas suggested. 

16. Yes, financial analysis for dairies, field trips to other dairies to compare operations. 
17. Wouldn't have time; spend all time in shop or writing sales orders. 

18. Not actually--for we have never felt any need for services. 


19. The only thing I suggest is for a man to be solid--at no time should his stock on hand be 
more than 70 percent of his capital. 


20. A financial analysis of general nature. 

21. Give a course on wage and hour regulations. 

22. Technical data on manufacturing of clothing, sales analysis, cash budgeting. 

23. No--do not need additional help. C.P.A. firm very satisfactory. 
Manufacturing--Clothing 

24. Narrow courses to one industry at a time--course on dry goods financial. problems. 

25. More interested in a course dealing with labor problems. 

26. Modern management practices; information on financial aid to small businesses. 
Manufacturing--Furniture 


27. "I don't believe so because each industry has its own problems and they have to be solved 
et the local source." 


28. Brief course in bookkeeping. 


29. A training course in the sales tax area is suggested. 
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Manufacturing--Chemical, Soaps, Detergents 


30. More and more technical men getting into management. There is need for Managerial courses 
and Corporation Finance. 


31. "No only because the problem is already being taken care of by the National Pest Control 
Association." This Association will provide ultimate uniform accounting and ratios for 
firms in the industry by various levels of employment (i.e., less than 10, 10-25, 26-50 etc.) 

32. Don't think businessmen would attend, but they should be offered anyway. 

Manufacturing--Medical, Surgical, Dental Equipment 


33. No recommendation--Felt that familiarity with principles of accounting and finance, such as 
those offered in college was sufficient. 


34. "Proper cost systems on manufactured goods would help, but this is a problem of the firm." 


Manufacturing--Metal Fabrication 


35. WNo specific ideas « desires only trained personnel irrespective of the job. 


36. No, if you can't learn yourself, then it's a waste of the tax-payers’ money to have the 
government do the training. 


37. Yes. Instruct how to operate when working capital short. Also methods in obtaining working 
capital. 


38. Not particularly, but it wouldn't hurt anyone to see if courses fit their business. 


39. Broad business courses such as Corporation Finance which would supply managerial background 
for technically trained people. 


40. Yes, a stronger usage of cost accounting and good, sharp management. 
41. Not financial analysis, but teach lawyers some accounting. Most of them are lost. 
42. Yes, general machine shop bookkeeping--financial requirements of business operation and entry. 
43. Yes, night school accounting and fundamental analysis. 
44, Not really--nothing needed by way of financial analysis or reports. 
45. 1- protect interest of small business--government contracts 
2- tax break by government (depreciation) 
3- cost accounting--ABC's training courses 
46. Cost accounting standards. 
47. Budgetary work; a high level cost system. 
Manufacturing--Leather 
48. General analysis of credit. 
Manafacturing--Paper 


49. Each executive handling a business should be thoroughly trained in accounting or the 
understanding of his accounts analysis. 


50. Yes. Problems of financial analysis are becoming more complicated. 
51. General course in financial analysis. 


Manufacturing--Printing 


52. The Printing Industry of Pittsburgh, Inc., have various training courses. Some of our 
employees have taken these courses, namely in Estimating, Press and Camera work. 


53. No, this is a function of the specialist and we can get information from specialists. 


54. The American Press Institute does a thorough job on these lines. Would be nice‘to have 
the A. P. I.. work in colleges. 


55. It is done by the Trade Association for our industry and these take care of our industry 
problems and procedures. 


56. Outside courses in the area, not at shops might be helpful. 
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Manufacturing--Wood 
57- Management should be more cost conscious. Management should spend for assistance for cost 
and related work. Analyze profitable market segments instead of seeking tax loopholes. 
Solve weak spots immediately. 
58. Interested in the broad area of financial policy. 
Manufacturing--Electrical Equipment 


59. Would need to give it more thought. Courses in basic business 8 t or D dure would 
seem most interesting. 


60. General course in financial analysis. 


61. Manager says no, but accountant wishes there were courses in economic forecasting and 
financial analysis. : 


Manufacturing--Miscellaneous 


62. Not immediately--any general course would not be of much value to this firm--would have to 
concern their special problems unique to the industry. 


63. A course to determine when not to over-extend operations. 

64. No, hard knocks only teacher. 

65. No suggestions--most firms use outside accounting services. 
Wholesale--Food 


66. Just business experience. 
67. No. Don't think they would help. 
68. Yes, but cannot make a recommendation. 
69. How to increase turnover. 
Wholesale--Textile 
7. No. “I'm too small.” 
Jl. No. "Most shops have men who don't know the merchandise. These men can only read the price 


tag. Then they try to pressure the customer. Today it's let the buyer beware, or give the 
customer anything he wants. Get 1/3 of their merchandise back because of lack of real 


salesmanship.” 
Wholesale--Machinery 


Ja. Schools are good; perhaps one should be set up to teach small business firms how to cope with 
government paper requirements. 


Wholesale--Clothing 


73. No opinion. Really doesn't feel he'd be int ted in any Training must come from 
experience in business. 


Th. No, people won't éven go to Junto for $8.00. Bookkeeping training is needed in the small 
businesses. 


Wholesale--Drugs 

75. Don't think it would apply. We have to use our experience. 

76. Workshops and trade meetings. 
Wholesale--Heating Equipment and Plumbing 

TT. Must have a larger volume. This should be taught. ‘The aspect of ample inventory is needed. 
Wholesale--Electrical 

78. None--start with I. Q. and go from there. 


79. Sales education will tie into a financial education--sales program needed in this type 
industry. 


80. Course on inventory control. 
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Wholesale--Miscellaneous 


81. Couldn't suggest anything. This firm is satisfied to get help on financial problems from 
an accounting firm or from the banks when they need it. 

82. None--feels that small business (with limited capital) requires self-work, persistence and 
careful financial management-judgment must be good. 

83. Financial analysis in the area of cost and machinery. 

84. Not interested in financial analysis--wants to know how to secure more customers. 

85. Simple bookkeeping doesn't require it. 

86. Courses in purchasing. 

87. General business course for the paper industry's problems. 

88. I don't think anybody in this field would listen. 

Retail--Furniture 
- 89. Yes, thinks such courses should be given, but does not believe that they are necessary 

for hin. 

90. No. (Electrical Association gives tips on how to sell appliances at their meetings). 

Ql. No. "I argue with my boy vho 4s a student at Penn about the things in books that don't 
apply in business." “Courses are unrealistic. ‘The leaders day-dream.” 

92. Standard accounting practice information, proper capital structure, and tax information. 


93+ 


Retail--Appliance 


A course studying the elements that should be considered in a proper pricing policy. 
Making the businessmen aware of the dangers of poor pricing and inventory policies. 


None, except try to operate on at least a 10 percent profit on net sales. 


Retail--Grain and Feed 


95. SBA could provide tabulating service for trade associations. Our association compiled 
data regarding financial ratios, but never compiled results. 

96. Trade association should collect data, compile results and distribute them to members. 

Retatl--Hardvare 
we 97. Perhaps the best method is practical experience. 

98. ew of getting minimum mark-up on his products. At times, however, this is hard 

99. A course in general accounting practices is desired. 

100. Courses that taught the use. of such techniques as retio analysis and also bookkeeping. 

101. None. (Get it from experience.) 

102. Give a general course in business administration. 

Retail--Food 

103. Merchandising and competitiveness in the industry coupled with ratios on net sales. 

104. ‘Interested in a course dealing with price protection in the grocery business. 

105. Would like to be able to learn how the market operates, (produce). Also, would like to 
learn more about brokerage produce buying. 

106. Simple course in establishing proper ratios for miltiple unit bakery. 

Retail--Clothing 

107. Ratios--what they mean--how they fit my business. (4-5 evenings). 

108. No. (A course in buying and merchandising would help.) 

109. Hank industries do not fit into the machine age--and we need skilled mechanics and some 
training programs for tailors.. There won't be any in a few years--none are being trained-- 
the business will die for want of skilled help. 

110. A general course in accounting practices was suggested. 

111. Some type of training in financial management and analysis would be very useful to the 


smaller firms in our industry. 
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Retatl--Drug 
112. Would like a course on income tax procedure. 
Retail--Auto 
113. Every operator of a retail establishment should have training. 
Retail--Miscellaneous 
114. "Yes, manufacturers don't have the time and small business enterprises need training 
programs for prospective employees--for it takes time even for small businessmen to train 
personnel. Government might provide more training-for instance, the government might 
sponsor such courses at Temple University. Might have a course in Audiology." 
115. A course in credit work (collection system). 
Service--Advertising 
116. Experience and solely experience. 
117. Feels that current courses are too academic, get more practical information. 


118. Teach a person to receive a well-rounded education: finance, law, lebor-relations, the 
entire gamut. 


Service--Cledning 


119. Not knowing, I couldn't recommend. However, if there are some in this type of business, ZT 
would be interested. 


120. Good evening course at university or applied school, or correspondence courses might be 
utilized. 


Service--Auto Repair 
121. No. (Government might try to stimulate interest in trade schools--Vocational training is @ 
thing of the past.) "Can't get skilled help. If we cquld, the service part of our business’ 
would be lucrative.” 
Service--Typesetter 
122. How to deal with unions in small businesses? 
Service--Miscellaneous 


123. No. "Hard work--that's the only way the small businessman can exist." 


12h, I have never given this any thought. I have no recommendations. But people shoulda trained 
in trade school. We are short in trained personnel. 


125. No. Don't think they would help. 
126. Thinks all businessmen need extensive financial training today. 


127. CPA should have a good course in insurance. More education for insurance agents needed. 
Agents too poorly trained; loosely conducted business. 


128. Yes, on applicability of installment financing of sales. 
129. No, feels he does not need it. 
130. Taxation course. 


Part B 

If respondent has answered affirmatively to question 44, "Would an educational bulletin or monograph 
dealing with financial analysis for firms such as yours be helpful?" this question asks, "What sort of 
materials should be included?" 
Industry Group 
Manufacturing--Textiles 

1. Winancial ratios--especially some used by this business. 

2. History of actual business--not theoretical. 


3. Particularly operating ratios. 


4, Financial ratios and cost ratios. 
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Manufacturing--Textiles (Continued) 


5. Typical ratios and especially case studies on cost control aid general internal control of 
similar business's--National Association of Hosiery Manufacturers have put such booklets out 
Gealing with typical problems in the Hosiery Industry which of approach suggested. Would also 
like literature concerning business tax problems and possible solutions. 


6. Manager doesn't know. Accountant feels that they would be worthless. 


Manufacturing--Food 


7. How bakery firms in general operate insofar as ratios, etc. are concerned. 

8. Ratios, taxes, and credit. 

9. Ratios for the particular industry this firm is in. 

10. Ratios dealing with the potato chip industry. 

1l.. Methods of cost control. 

12. Financial analysis information dealing with the food manufacturing industry. 

13. Percentage breakdown of such things as current assets and liabilities of successful firms. 
Also, information on what a firm should have before it goes to a bank to borrow (that is, 
what sort of information do banks ordinarily desire?) 

14. Comparisons of milk plants. 

15. Industry ratios. 


16. - Information on a break even point; figuring return on investment. ‘ 


17. Comparison of cost studies in the milk industry. 


Manufacturing--Clothing 


18. Ratios 
19. Definitions of terms used in financial ratio analysis. University bulletin can help. 


20. More sophisticated use of the mentioned ratios, and some indication of what a "good" 
relationship should be. 


21. Financial information dealing with the dress industry. 


22. Specific and general financial advice on the laymen level. 


Manufacturing--Building Materials 


23. General information. 


2h. How to understand a financial report. 


Manufacturing--Paints 


25. Financial and cost comparisons. 


26. The information should be of firms of the same relative size and in the same geographic 
area. Otherwise, the value is watered down. Contain data (1) Gross Profit Comparisons of 
similer firms. (2) Percentage of selling administrative expenses to sales. 


Manufacturing--Chemical, Soaps, Detergents 


27. Financial ratios; but doubts small businessmen would make such information available. Also 
general financial information, such as the use of bank credit. 


28. Special tax problems of the industry and possible solutions. 
29. Analysis of financial statements. Meaning of ratios. 


30. If they could help us to know government costs and standards and and allow sufficient cost 
coverage. 


Manufacturing- -Metal Fabrication 


31. Any kind. 
32. Instruct how to obtain working capital. 
33- Greater communication about services of SBA. 


34. Standard ratios for page 5 items. 
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Manufacturing--Metal Fabrication (Continued) 
35- Ratios comparing sales to other factors. 
36. Profit ratios-Sales Ratios (by size categories) labor relations information. 


37. The business (company) is unique on some respects. Yes, come out with some general 
publications on tax revisions. 


38. Financial management, Market Analysis (Pamphlet on "Laws" from State Chamber of Commerce 
once a week. 


39. Have usually found them too general for a small business. 

40. More on ratios. 

41. How to investigate investment potential. 

42, If we knew this answer, we would already be making use of same. 

43. Comparable companies. 

44. They are satisfied now, but could use more industry data. 

45. On high industry level--pertaining to ratio analysis. 
Manufacturing--Leather 

46. General analysis of credit. 
Manufacturing--Paper 


47. Gross profit on sales. Overhead ratio based on Direct Labor (Burden). Net profit percent 
on Sales. Inventory turnover per year. Profit return a percent on invested capital. 


48. How to use previously mentioned ratios. 
Manufacturing--Printing 


49. Parallel case studies of value of financial analysis that helped. 
Law developments--keep it short and simple. 


50. Ratios, Comparisons, Budget. 
51. Production, Labor and material costs. 


52. Anything on financial analysis would help. Inform businessmen about all the costs when 
obtaining a loan. More information about taxes. 


53. “Industry really needs a textbook--which is after all what the monographs are." The SBA 
could learn from the experience of the correspondence school courses. Correct auditable 
records. Br sggeet sce of work-up (allowable or non allowable). . . . What are acceptable and 
no table in government contracts. These are important to an industry such 

as ours. Trends within government should be dealt with.” 


54. Any material that is geared to our own industry, such as that put out by our trade association. 
Manufacturing--Wood 


55+ How to calculate ratios. Match estimates to final costs. Management control: Form control, 
office procedure. 


56. Results of this report. 
Manufacturing--Electrical Equipment 


57- Average profit and cost figures. Bulletins that would make more clear the means of obtaining 
borrowed funds for small business. 


58. Doesn't know of any unless business was commercial rather than just governmental--in which 
case ratios needed in business. 


59. Comparative ratios of others in industry. 

60. New techniques of analysis and comparative ratios with industry. 
Manufacturing--Toys 

61. Industry wide ratios. 


62. Discussions of tax problems and financial problems affecting toy industry and possible ways 
of handling these problems. 
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Manufacturing--Miscellaneous 
63. Only generally for all industry. 


RENE aie 64. What are recommended norms for ratios of industries of this size; how important are ratios 
a for small businesses? 


Wholesale-- Food 


65. Hard to explain, but some manual which could put emphasis on taxes, costs for this type 
business and specific ratios of percent income of net sales. 


66. Trends of business in general, general analysis, tax information, comparative cost of labor, 
methods of financing. 


67. Average of other firms for comparison of gross profit percentages, expenses, etc. 


68. Cperating ratios and comparative ratios of other like firms. 


69. Financial analysis dealing with the wholesale food industry. 
Wholesale--Textile 
70. “Other businesses with new products.” I would like to get out of this business. 
7l. "We can solve our problems ourselves, and if not, the Government can't help us." 
Wholesale--Machinery 
72. What firms in general are experiencing. 
Mholesale--Kitchen Equipment 


73. How to receive assistance from government. 


Wholesale--Clothing 


74. Doesn't know. Would like to know what to look for. 
75. Detailed examples or cost studies of the small business firn. 


Wholesale--Auto Supplies 


76. Comparative basis--i.e., information on inventory, rent, costs, sales of others in the field. 
Wholesale--Heating and Plumbing 


Ti. General financial analysis techniques put into simple language. 
78. Ratios in the business. 


79. Comparative figures for the industry. 


Wholesale--Electrical 

80. Financial ratios and cost ratios. 

81. Taxes and ratios. 

82. Computed ratios. for inventory control purposes. 

83. In relationship to a business in the same industry and the same size. 
Wholesale--Miscellaneous 


84. Too hard to arrive at any ratios or analysis due to variables. 
85. Tax problems. 

86. Ratios and costs (machinery). 

87. Ratios. 


88. Prices of paper and scrap and price movements. 


tee 89. Systemized bookkeeping procedures. Have dealers mark in books true worth. Too many 
Coe see worry about money coming in and nothing else. Should have common sense. 


90. Tailor to industry. 


91. No response. 
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Retail--Furniture 
92. Features on buying and credit would be helpful. 
93. General as to the furniture. 


Retail--Appliance 


94. Keep the data simple and understandable. Comparisons of profit positions, cash positions, 
etc. for ful vs. ful business. 


95. The need for financial analysis for the small business man. 
Retail--Feed and Grain 


96. Significant percentages and ratios for earning power, solvency, and stability classified 
by size of business. 


97. Ratios measuring profitability and solvency--how to compute and interpret. 
Retail--Hardware 

98. More information on the ratios of such small business concerns as this firm. 

99. Percent of profit allowed on various items. 

100. More information on the basic importance of "financial ratiod’. 

101. Average gross profits margins and inventory turnover ratios for businesses of this type. 

102. Industry ratios. 

103. Investment in inventory; tips on general merchandising. 
Retail--Food 


104. How to rotate the inventory or stock, especially within a 30 day business period. Find out 
slow moving items found in such a market. 


105. Comparative operating analysis on local and national level. 
106. More on financial ratios. 
Retail--Clothing 
107. Comparative industry ratios, business conditions on weekly basis. 
108. Ratios--same as ebove. The composite of ratios should apply to my line so I can compare. 
109. Information about economic trends help in buying and planning--something like this is all right. 
110. Comparative industry ratios, business conditions on weekly basis. 
lll. "Readable and understandable financial aspects of small businesses.” 
112. Ratios pertaining to retail fur trade. 
113. Ratio information, provided not too technical language. 
114. Operating ratios of comparable businesses and financial ratios. 
Retail--Drug 
115. Average ratios. 
116. Tell us what they are and how to use them. 
117. More factual reporting--as ve cannot find any volume store that fits the published statistics. 


118. We now have this from Ford Motor Company. 


119. If for auto dealers in special classifications. All possible comparison information. 


Retail--Auto 
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Retatl--Miscellaneous 


120. Literature giving data of the values and problems of small businesses and specific training 
information on special businesses (i.e., the hearing-aid business). 


121. For ordinary people in the company, no. 
Service--Advertising 
102. General information on this type of business. 


123. A clear booklet on how a small business may borrow money at low interest rates. We do not 
. borrow, but if we did, we would not know where to turn since we have few fixed assets. 


12h. Financial information in problem areas of specific industries. 
125. Financial ratios and costs. Operating ratios. 
Service--Cleaning 


126. Put out manual based upon experience so that the small business starter can have a guide 
that would bridge the period of mortality, i.e., the first 13 months of business. 


127. Comparative data with industry. Feels there could be better standards to follow. 
128. Cost enalysis. 
129. Tax materials; labor saving ideas. 
Service--Funeral 
130. Comparative study of funeral directors. 
Service--Auto Repair 
131. Long term financing plan for established firm--longer than we can get from local bank. 
132. Tax information would help. 
Service--Typesetter 
133. More analysis of unions and ratios in the businesses. 
Service--Miscellaneous 


134. ‘Information to compare hfs business with other interior decorators. 
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PHILADELPHIA BUSINESS INDEX 


Philadelphia Business Index 


The September 1950 issue of the Bul- 
letin presented a new index of general 
business conditions in the City of Phila- 
delphia. This series, prepared and since 
maintained by Robert T. Kline, was de- 
signed to reflect economic activity ex- 
clusively within the boundaries of the 
City of Philadelphia. It was originally 
based upon a combination of statistical 
data representing (1) industrial electric 
power sales; (2) indexes of employment 
and employee-hours; (3) department 
store sales; (4) bank debits; and (5) 
total construction. Because the method 
of reporting certain data is under re- 
vision by the originating agencies, the 
change in average weekly hours worked 
and the monthly change in total employ- 
ment in the Philadelphia metropolitan 
area, both prepared by the Department 
of Research of the Federal Reserve Bank 
of Philadelphia, have been substituted 
for (2) above. This is a temporary ex- 
pedient to maintain continuity of the 
index. The original data series will be 
restored after revision. 


The following table presents the index 
for the years 1939 through 1960, and by 
month from May, 1960.1 


Index of General Business Conditions, 
City of Philadelphia, 1947 = 100 


Year Index Month Index 
1941 96 May 141.3 

June 138.9 
1942 99 

July 140.9 
1943 106 

Aug. 143.8 
1944 106 

Sept 142.5 
1945 98 

Oct. 140.3 
1947 100 128-7 
1950 19g 
1951 111 Jan. 133.9 
1952 Feb. 138.0 
1953 119 Mar. 135.1 
1954 119 Apr. 142.6p 
1955 124 May 144.0e 
1956 128 
1957 130 
1958 128 
1959 138 
1960 139 


p = preliminary 
e = estimated. Based on currently pub- 
lished weekly indicators. 


iNew indices of seasonal variation have 
been computed for industrial electric power 
sales and bank debits. 


1Kline, Robert T., “A Measurement of 
General Business Conditions in the City of 
Philadelphia.” Economics and _ Business 


Bulletin, Temple University School of Busi- 
ness and Public Administration, 
phia, Pa., September, 1959, pp. 


Philadel- 
33-40. 
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Ref. 
No. 


ECONOMIC AND BUSINESS BULLETIN’ 


Author 
Volume 18, No. 1 


CHRONOLOGICAL INDEX? 


Volume 13 


Article 


Pages 


150 Roberts, Thomas The History of Labor in the Philadelphia 
Transit Industry — 1886-1 - 
151 McKenna, William J. The 1960 Presidential pet a — The Issues and the 
Campaign 17-24 
152 Lyon, Robert “Economic Education” in Industry 25-30 
153 Harms, Louis T. The School of Business and Public Administration — 
1960-1961 31-32 
Volume 18, No. 2 
154 Roberts, Thomas Labor Relations in the Philadelphia Transit Indus- 
try — 1932-1960 2-17 
155 Reilly, Clair J. Some Observations on Latin-American Development 
and the Organization of American States osc » 18-26 
Leonard A. Economic Trends in Greater Philadelphia 27-31 
rel E., Jr.2 Comments from the Dean 32 
Volume 18, No. 8 
158 McKenna, William J. The 1960 Elections — Retrospect and Prospect..........+. 3 
159 Hyde, Douglas F. Some Observations on Proposals for Federal Income 
Tax Reform 15-19 
160 Anderson, Henry Forecasting American Market Shares in Foreign 
Countries 20-26 
Volume 18, No. 4 
161 Jackendoff, Nathaniel A Survey of the Use of Financial Ratios and Other 
Financial Techniques and Services Among 299 
Small Businesses in Pennsylvania 
INDEX OF AUTHORS? 

Author Ref. Nos. Author Ref. Nos. 
Anderson, Henry 160 Jackendoff, Nathaniel 161 
Drake, Leonard A. 156 Lyon, Robert 152 
Gilliland, Charles B., IY. 1572 McKenna, 151, 158 
Harms, Louis T. 153 Reilly, Clair 155 
Hyde, Douglas F. 159 Roberts, - ae 150, 154 

SUBJECT INDEX® 

Accounting 159 Industrial Relations 150, 154 
Business Administration— International 155, 160 

0, 7 Sesier 154, 156, 159, 160, 161 Management ............... 150, 152, 154, 159, 160, Bes 
Economics .......... 150; 152, 155, a in Marketing 
Education 153, Philadelphia 150, 154, ise 
Finance 159, 160, StH Political Science 151, 158 
General 151, 155, 1572, 158, 161 Statistics 160 


1 See Vol. 7, No. 1, for Index to Volumes 1-6, inclusively ; Vol. 12, No. 4, for Index to Volumes 
7-12, inclusively. 


2 The Philadelphia Business Index is maintained by Robert T. Kline and appears as a regular 
feature in each issue. 


Comments from the Dean, by Charles E. Gilliland, Jr., also appears as a regular feature. 
8 Reference numbers may be found in the Chronological Index. 
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